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(Cover) A highlight of 1986 was the successful introduction of the company’s 

No Trouble gasoline. Actor Les Yeo was featured in an award-winning television 
commercial that helped launch the engine-cleaning gasoline. Favorable customer 
response to the product was one reason for the growth in sales of Esso brand 
gasoline in 1986. 


For the first time in the company’s history, Calgary (below), host city for the 

1988 Winter Olympics, will be the site of Imperial’s upcoming annual meeting of 
shareholders. The meeting will be held in the Calgary Convention Centre on 
April 23, 1987. 
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Imperial Oil Penited 
- invites you to attend 
the annual meeting of 
~ shareholders 
April 23, 1987 
in Calgary. 


Dear Shareholder: 


It’s my pleasure to invite you to attend your company’s annual 
meeting of shareholders, to be held in Macleod Hall, the 
Calgary Convention Centre, 120-9th Avenue S.E., Caleary, 
Alberta, Canada on Thursday April 23, 1987, at 10 a.m. local © 


time. 


The meeting is called to consider the consolidated financial 
statements for the year ended December 31, 1986, the auditors’ 
report, and receive a report of the company’s operations for 


1986 and the first quarter of 1987. 


Shareholders will also be asked to elect directors, reappoint the 
auditors, and transact other business that may properly be. 
brought before the meeting. 


The management proxy circular, which includes information 
meeting regulatory requirements, the proxy form, and the 
company’s 1986 annual report are enclosed. They contain 
information of importance to every shareholder and Lo 
encourage you to read them. 


If you are unable to attend the meeting in person, we ‘d 
appreciate your support and participation by completing and — 
returning your proxy so that os wishes may be known and 
your votes recorded. 


Arden R. Haynes, | 
Chairman, president and chief executive officer 

PE Se Cu Avenue West, Toronto, Canada, M5W 1K3 
March 23, 1987 


Management proxy circular 


_ (dated as of February 28, 1987) 


Solicitation of proxies 
This circular is furnished by the directors of Imperial 
Oil Limited in connection with the solicitation of 
proxies for use in voting at its annual meeting of 
shareholders on April 23, 1987. The proxies will be 
used in the election of directors, the reappointment of 
auditors, and in any other business that may properly 
be brought before the annual meeting. 
-_ Proxies will be solicited primarily by mail, but may also 
be solicited personally by employees. The rae will 
bear the cost of the solicitation. 


How your proxies will be used 


- Shares represented by proxy (either on the accompanying 


form or on any other valid proxy) will be voted or 


: withheld from voting, in accordance with the instructions 


given by the shareholder, on any ballot that may be called 


oy for at the annual meeting. 


In the absence of instructions, | the ahpes will be 


be voted for the election of directors and the 


reappointment of the auditors, as stated in bold type 
: on page oe: 


‘The accompanying proxy gives | the persons named in it - 


the discretionary authority to act on amendments to 


matters identified in the invitation to attend the meeting 
or any additional matters that may properly be brought 
before the meeting. At the date of this circular, the - 


directors of the company were not aware that any such 


amendments or additional matters were to be press for 


action at the meeting, 


If you wish to revoke your proxy 

As a shareholder, you can revoke your proxy for the 
annual meeting or any adjournment of the meeting in any 
manner permitted by law. This includes depositing a 
written statement signed by you (or signed by your 
attorney, authorized in writing) either, a) at the registered 
office of the company at 111 St. Clair Avenue West, 
Toronto, Canada, at any time up to and including the last 
business day before the meeting at which the proxy is to be 
voted, or b) with the chairman of the meeting on the day 
of the meeting. 


Information about your voting rights 

As of February 28, 1987, there were 162,516,675 Class A 
convertible shares and 1,138,542 Class B convertible shares 
outstanding. Each Class A and B share registered in your 
name in the list of shareholders entitles you to one vote at 
the annual meeting. (At “class meetings” only the holders 
of that class of shares are entitled to vote). The list of 
shareholders is available for inspection during business 
hours at the registered office of the company at 111 St. 


Clair Avenue West, Toronto, Canada, and at the annual 
meeting. 


‘The list of shareholders was prepared as of the close of 
business on March 20, 1987, which is the business day 


immediately preceding the day when the invitation to 


attend the annual meeting was sent. Should you have 


acquired more shares since the date of the list and can 


provide proof of ownership, you can have those shares 


_ added opposite your name in the list of shareholders, so 


long as you do so at least ten days before the annual 
meeting. 


Largest ahaechotders 

As of February 28, 1987, the only shareholders who owned 
of record or, to the knowledge of the management of the 
company, owned beneficially more than five percent of the 


: outstanding Class A or Class B shares of the company are 


described in the table following on page 2. 


Title of class 


Name and Address 


Class A Exxon Corporation, 
convertible 1251 Avenue of the Americas, 
shares New York, New York 10020 
Class B Newbell & Co. (1) 
convertible c/o Royal Trust Company 
shares P.O. Box 730, Place d’Armes 
Montreal, Quebec H2Y 3J1 
Class A CDS & Co. (1) 
convertible 2 First Canadian Place 
shares PO. Box 32 
Toronto, Ontario M5X 1A9 
Class A Cede & Co. (1) 
convertible P.O. Box 20 
shares New York, New York 10020 
Class B Swisstor & Co. (1) 
convertible c/o Swiss Bank Corp. (Canada) 
shares P.O. Box 103 


Toronto, Ontario M5J 1A7 


(1) To the company’s knowledge, these are nominees in whose 
names shares are registered on behalf of a number of beneficial 


Owners. 


Certain transactions with Exxon Corporation 

The net amount incurred by the company on transactions 
with Exxon Corporation and affiliates of Exxon was $35 
million in 1986. The terms of the transactions were 
competitive or as favourable as they would have been with 
unrelated parties. The transactions were to maintain 
supplies of crude oil, petroleum and petrochemical 
products to customers. Transportation, technical and 
engineering services were also performed and received. 


Exxon owns 69.6 percent of the outstanding voting shares 
of the company. 


Reappointment of the auditors 

Price Waterhouse have been auditors of the company for 
more than five years. Representatives of Price Waterhouse 
are expected to be present at the annual meeting and will 
have the opportunity to make a statement if they desire to 
do so. Such representatives are expected to be available to 
respond to appropriate questions. 

Unless a proxy specifies that the shares it represents 
should be withheld from voting or voted against in the 
reappointment of the auditors, the potential 
proxyholders named in the accompanying proxy intend 
to use it to vote for the reappointment of Price 
Waterhouse as auditors of the company to hold office 
until the close of the next annual meeting. 


Amount and nature Percent Percent of 
of ownership of class total shares 
113,874,815 shares 70.070 69.6 
owned of record 

and beneficially 

638,367 shares 56.069 0.39 
owned of record 

12,007,642 shares 7.389 7.34 
owned of record 

11,498,497 shares 7.075 1.03 
owned of record 


58,528 shares 5.141 0.04 


owned of record 


Your directors 
Your company has 10 directors. Each director is elected to 
hold office until the close of the next annual meeting. 

Unless a proxy specifies that the shares it represents 
should be withheld from voting in the election of 
directors, the potential proxyholders named in the 
accompanying proxy intend to use it to vote for the | 
election of the following nominees, all of whom are 
now directors and have been since the dates indicated. 

The directors do not expect that any of the nominees 
will be unable to serve as a director. However, if that 
should occur for any reason prior to the meeting, the 
potential proxyholders reserve the right to vote the shares 
represented by proxy for another nominee at their © 
discretion, unless the proxy specifies that the shares are to 
be withheld from voting for all director nominees. 

The table following on page 3 provides information on 
the nominees for election as directors. : 


Name, age and current principal 
occupation or employment 


J. Bruce Buchanan, 57, 
vice-chairman, 

British Columbia Packere Limited 
~ (fish and seafood) 


J.V. Raymond Cyr, 53, 

president, 

Bell Canada Enterprises Inc., 

(holding corporation: telecommunications, 
gas pipeline, natural resources) 


Pierre Des Marais Il, 52, 

_ chairman of the board, president, 
and chief executive officer, 
Carling O’Keefe Limited 
(brewery and wine products and 
natural resources) 


Arden R. Haynes, 59, 
chairman of the board, president, 
and chief executive officer, 


Imperial Oil Limited 
K. Terry Koonce, 48, 


president and chief executive officer, 
Esso Resources Canada Limited, 
(natural resources and a subsidiary 


of Imperial Oil Limited) (3) 


Muriel Kovitz, 61, 
president, Murko Investments Ltd. 
(property and livestock) 


William A. Macdonald, 59, 
partner, McMillan, Binch 
(barristers and solicitors) 


Robert B. Peterson, 49, 
executive vice-president, 
and chief operating officer, 


Imperial Oil Limited (3) 
- Gordon H. Thomson, 45, 


president, Esso Petroleum Canada, 
a division of Imperial Oil Limited 


William J. Young, 59, 
executive vice-president, 
and chief financial officer, 


Imperial Oil Limited 


Nominees, officers and 
vice-presidents 
as a group (5) 


Director since 


Sept. 24, 1979 


April 23, 1985 


April 22, 1977 


April 23, 1982 (2) 
August 1, 1986 
April 22, 1977 


April 22, 1977 


October 1, 1984 


April 23, 1985 


August 1, 1975 


Shares of Shares of Exxon 
Imperial Oil Limited Corporation 
beneficially owned(1) beneficially 
Class A Class B owned (1) 
120 a oe 
200. se — 
120 2 te 
119 7 605 10 
108 ai 1 841 (4) 
1320. _ —- 
1 080 _ — 
3 350 102 ae 
340 — — 
2 000 _ _ 
18 167 7 724 1 851 


(1) This information not being within the knowledge of the 
company, has been provided by the nominees, the officers and 


vice-presidents individually. 


(2) Arden R. Haynes was previously a director of the company from 


April 22, 1974 to August 31, 1978. 


(3) Esso Resources Canada Limited is a wholly-owned significant 
subsidiary of Imperial Oil Limited. Robert B. Peterson and 


K. Terry Koonce are both directors of that company; 

Robert B. Peterson is also chairman of the board. 

(4) This amount does not include 14 550 shares of Exxon 
Corporation that may be acquired pursuant to exercisable options 
granted by Exxon. 

(5) The nominees, officers and vice-presidents consist of 21 persons 
who as a group own beneficially approximately 0.02 percent of the 
total number of outstanding shares of the company. 
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All of the nominees have been engaged for more than five 
years in their present principal occupations or in other 
executive capacities with the same firm or affiliated firms, 
except Pierre Des Marais II, whose principal occupation was 
president, Pierre Des Marais Inc. (printing and lithography), 
for more than five years before 1986 when he was 
appointed to his present positions with Carling 

O'Keefe Limited. 

During the five years prior to his appointment as a 
director of Imperial Oil Limited on August 1, 1986, K. 
Terry Koonce was successively western division manager of 
Exxon Company U.S.A., headquarters operations manager 
of Exxon Company U.S.A., responsible for oil and gas 
operations in the western states, including Alaska, 
California, and Texas, and a director, president and chief 
executive officer of Esso Resources Canada Limited. 

The following nominees are also directors of companies 
which are subject to reporting requirements under the U.S. 


Securities Exchange Act of 1934. 


Director Company 
J.V. Raymond Cyr Bell Canada Enterprises Inc. 
J.V. Raymond Cyr TransCanada PipeLines Limited 
Pierre Des Marais II Carling O’Keefe Limited 


Arden R. Haynes 
Arden R. Haynes 
Robert B. Peterson 
Gordon H. Thomson 
William J. Young 


Power Corporation of Canada 
Moore Corporation Limited 
Interprovincial Pipe Line Limited (1) 
Interprovincial Pipe Line Limited 
Interprovincial Pipe Line Limited 


(1) Imperial Oil owns 22 percent of the voting shares of 
Interprovincial Pipe Line Limited. 


Directors—Meetings and Committees 

Your directors hold regular meetings and have established a 
number of committees to deal with specific areas of 
responsibility. The directors held 10 meetings in 1986; 
attendance averaged 94 percent. 

Meetings of committees of directors are usually scheduled 
on the same day as meetings of directors. Attendance at all 
committee meetings in 1986 averaged 92 percent. The 
following are committees of the directors: 


- company’s contribution program is aimed at enhancing the __ 


_ The committee met four times in 16. -. 


the shareholders at the annual meeting. It also 
“recommends criteria for the selection and tenure of — 


Audit committee 

The committee, composed of the five nonemployee 
directors and Mr. Peterson, reviews the company’s financial 
statements, accounting practices and business and financial 
controls. It also recommends the appointment of auditors — 
and reviews their fees. The shareholders’ auditors, Price 
Waterhouse, attend and participate in all meetings. The 
committee met seven times in 1986. 


Board compensation committee __ 

The committee, composed of the five nonemployee 
directors and Mr. Haynes, i is responsible for decisions on. 
the compensation of senior management above the level of 


‘vice-president. It also reviews policy on corporate 


compensation and the process by which future managers of : | 
the company are identified and selected. The committee _ - a 
met once in 1986. — : oo 


Contributions committee : 
The committee, composed of the five nonemployee — 

directors and Mr. Young, examines policies and programs | 
related to the contribution program and recommends an 
annual budget for adoption by the directors. The > 


quality of Canadian life through support for education, = = 
health, welfare, community services, sports and culture. oe 


Nominations committee oe es 
The committee, composed of the a ponemployes ea ae 
directors and Mr, Haynes, recommends to the directors the 

slate of director candidates to be proposed for election ue Ce ee 


directors, specific director candidates and the successor to. 
the chief executive officer when vacancies are expected, 
The committee met once in 1986. ! _ 
The nominations committee does not consider director 
candidates recommended to it directly by shareholders. 
According to the Canada Business Corporations Act, a 
shareholder who wishes to nominate director candidates 
may do so at the annual meeting and, subject to the 
requirements of the Act, may submit to the company a _ 


“proposal to nominate director candidates. Such a proposal 


may be included in the management proxy circular for 
consideration by the shareholders at the next annual 
meeting, provided that the proposal is signed by one or 
more shareholders who in the aggregate represent at least 
five percent of the shares of the company entitled to vote 
at the meeting, as provided in the Act. 


_ William R.K. Innes, 44, 


The senior executives of your company 
_ Office held since 
April 23, 1985 


Name, age, and office 


Arden R. Haynes, 59, 
chairman of the board, president (1) 
and chief executive officer 


Robert B. Peterson, 49, 
executive vice-president and 
chief operating officer 


William J. Young, 59, 
executive vice-president and 
chief financial officer 


April 23, 1985 
April 23, 1985 


_ August 1, 1986 
vice-president, and president of 
Esso Chemical Canada, a division 


of Imperial Oil Limited 
K. Terry Koonce, 48, 


president and chief executive officer, 


Esso Resources Canada Limited 
Gordon H. Thomson, 45, 


vice-president, and president of 
Esso Petroleum Canada, a division 
of Imperial Oil Limited 


April 23, 1985 


July 15, 1982 


(1) Arden R. Haynes was appointed president on October 1, 
1982. 


_ All of the above senior executives have been engaged for 
more than five years at their current occupations or in other 


executive capacities with the company or its affiliates. All senior | 


executives hold office until their appointment is rescinded by 
the directors, or by the chief executive officer. 


The remuneration of your directors and senior 
executives : : 

‘The aggregate cash remuneration (1) earned in 1986 by 
seven senior executives (including one former senior 
executive) as a group, while serving as senior executives was 


$2,636,470. 


The five most highly compensated senior executives of the 
company in 1986 were: 


Cash remuneration (1) 
earned in 1986 


(dollars) 
Arden R. Haynes 660,000 
Robert B. Peterson 457,000 
William J. Young 449,600 
K. Terry Koonce (2) 384,800 
Gordon H. Thomson 364,600 


(1) Consists of salaries, bonuses, company contributions to the 
Employees Financial Program, and payments to K. Terry 
Koonce related to his transfer from Exxon Corporation, 
including payment of contributions on account of his 
participation in Exxon’s Thrift Plan for employees. Employee 
contributions to the Employees Financial Program are matched 
by the company to a maximum of five percent of base salary. 
(2) K. Terry Koonce does not participate in the company’s 
benefit and compensation plans, but does participate in Exxon’s 
benefit and compensation plans for which the company 
reimburses Exxon for certain of those costs. 


Apart from the compensation set out on this page and 
under the plans described on the following page, the 
aggregate cost of other compensation that was not received 
as cash for service during 1986 by the seven senior 
executives (including one former senior executive) as a 
group, did not exceed $70,000. 

Directors’ fees are paid only to nonemployee directors. 
Nonemployee directors are paid an annual fee of $14,000 
for their services as directors, plus $2,000 for each 


committee on which they serve, an additional $1,000 if 


they serve as chairman of a committee and $750 for each 
directors’ or committee meeting attended. 


Long term incentive compensation 

Long term incentive compensation is granted to retain 
selected employees and reward them for high performance; 
the compensation is in the form of units. The potential 
value of each unit is determined in one of two ways, 
whichever is higher: (1) the amount by which earnings per 
share in the year preceding exercise of the unit exceed an 
average of earnings per share in previous years, or, (2) the 
amount by which the market price of Class A shares at the 


~ time:of exercise exceeds a base value determined from the 


price of Class A shares at the time the units were issued. 


The units will only have value if either the company’s 
earnings or the market price of Class A shares increase as 
described in (1) and (2) above. Any resulting payments are 
made by the company when the employee exercises the 
unit or in any other manner the company considers 
appropriate. Each unit is exercisable during a specified 
number of years beginning after a fixed period. 

The following table provides additional information 
about units granted under the plan. 


Cash realized 
during 1986 on 


exercise of units 


granted in 
Units granted previous years 
during 1986 (1) (dollars) 
Arden R. Haynes 22,245 67,142 
Robert B. Peterson 14,840 52,511 
William J. Young 14,240 295,975 
K. Terry Koonce — —_ 
Gordon H. Thomson 11,345 222,747 
seven senior executives 
as a group (including one 
former senior executive) (2) 81,840 OF 25: 


(1) These units are not currently exercisable. Payment on 
exercise of these units would be based on an increase, if any, 
over $3.12 in earnings per share in the year prior to exercise or 
over $31.84 in the market price of a Class A share, subject to a 
maximum limitation. 

(2) The company has accrued $1,061,338 in 1986 in respect of 
future payments under this plan to this group for units granted 
in previous years which were exercised in 1986. 


Payments to employees who retire 

The company’s pension plan applies to almost all 
employees. The plan provides an annual pension of a 
specified percentage of an employee’s “final three year 
average earnings”, multiplied by the employee’s years of 
service, subject to certain requirements concerning age and 
length of service. 

In addition to the pension payable under the plan, the 
company has paid and may continue to pay a 
supplemental retirement income to selected executives. 
The following table shows the estimated undiscounted 
annual payments, consisting of pension and supplemental 
retirement income, payable on retirement to persons in 
specified classifications of remuneration and years of 
service. The remuneration used to determine the 
payments on retirement to the individuals named in the 
remuneration table on page 5 corresponds generally to the 
remuneration shown in that table. K. Terry Koonce is not 
a participant in the company’s pension plan. As of 


February 28, 1987, the number of years of service under 
the pension plan were 36 for Arden R. Haynes, 26 for 
William J. Young, 27 for Robert B. Peterson, 23 for — 
Gordon H. Thomson. 


Remuner- Estimated undiscounted 
ation for annual payments on 
determining __ retirement at the age of 
payments on 65 after years of service 
retirement indicated below 
(dollars) (dollars) 
20 2 30 BS 

years years years years years 
350 000 112000 140000 168000 196000 224000 
400 000 128000 160000 192000 224000 256000 
450 000 144000 180000 216000 252000 288000 
500 000 160000 200000 240000 280000 320000 
550 000 176000 220000 264000 308000 352000 
600 000 192000 240000 288000 336000 384000 
650 000 208 000 260000 312000 364000 416000 
700 000 224000 280000 336000 392000 448000 — 
750 000 240000 300000 360000 420000 480000 
800 000 256000 320000 384000 448000 512000 


If you have a proposal 

Any shareholder’s proposal that meets the provisions of 
the Canada Business Corporations Act, and is intended to 
be presented at the next annual meeting of a 
must be received by the company no later than 

January 21, 1988. The proposal can then be included in 
the management proxy circular and the proxy for the next 
annual meeting. 


The directors have approved the contents and the 
sending of this circular to shareholders. 


Imperial Oil Limited 


R.J. Michaelides 


Vice-president, public affairs 
and general secretary 


Toronto, Canada 


February 28, 1987 


In addition to this management proxy circular and the 
company’s 1986 annual report, you may obtain a copy of the 
company’s latest annual information form by writing to the 
investor relations manager or the vice-president, public affairs 
and general secretary at 111 St. Clair Avenue West, 

Toronto, Canada, M5W 1K3. That form contains 
additional information about the company and is filed ooh 
year with Canadian securities commissions and 
administrators. 


one of Canada’s largest 
companies, manages most of its operations 
through three major segments. 


Esso Resources Canada Limited, a wholly 
owned subsidiary based in Calgary, is the 
country’s largest producer of crude oil; it also 
produces significant quantities of natural gas 
and coal. 

Esso Petroleum Canada, a division of 
Imperial, operates five refineries across the 
country and has a major share of the Canadian 
market for petroleum products. 

Esso Chemical Canada, another division, 
produces and markets a wide variety of 
fertilizers and petrochemicals. 

In addition, the company has substantial 
interests in the mining and building material 
industries. 
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For more information about Imperial, please 


phone the investor relations division at (416) 968-8145 


or write to the division at 111 St. Clair Avenue West, 


Toronto, Canada M5W 1K3 


Operating earnings 
per share 


Falling crude-oil 
prices result in lower 
operating earnings 
per share. 


Financial highlights 


1984 1985 1986 


millions ei dollars 


Earnings 
From operations 520 694 440 
After unusual items 520 436644. 285 
> ; millions of dollars 
Total funds provided from operating activities a 708 =: 1004 —s:« 1067 
; no milloosor dole 
Capital and exploration expenditures : . 679 1158 : 648 
> 7 percentages 
Return on average capital employed (before unusual items) 8.4 10.0 5 6.3 
Return on average shareholders’ equity aa ire 13.4 5.6 
; : os . dollars 
Per-share information t bog ae ) 
Earnings from operations = = 3.24 4.27, 5 2.69 
Earnings after unusual items a 7 3.24 ot 1.74 
Total funds provided from operating activities : 4.4 i eg) ispsy2 
Dividends (145 1.65 ‘1.60 


dollars 
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Arden R. Haynes, 
chairman, president 
and chief executive 
officer 


Letter to shareholders 


A 


ven though Imperial’s earnings were substantially reduced in 1986, 
as a result of external market forces, | am satisfied that your 
management’s prompt response to those forces minimized their 
impact and strengthened the company overall. 


Decisive actions — described elsewhere in this report —were taken early in 
the year to ameliorate the impact of sharply lower oil prices on natural 
resource earnings and to improve the profitability of Imperial’s petroleum 
product and chemical businesses. 


Successful though these measures were, 1986 was a very difficult year for 
the oil industry, and your company did not emerge unscathed. Imperial’s 
earnings from operations declined by 37 percent to $440 million. 


Shareholders should find reassurance, however, in the fact that Imperial 
emerged from 1986 in sound financial shape. The calibre of a company can 
be gauged not only from how successfully it takes advantage of the 
opportunities that present themselves in good times but from how it responds 
to adversity. In this respect, Imperial’s record speaks for itself. It has not only 
prospered in good times and survived in bad ones for more than a century 
but has grown to become one of Canada’s largest and most successful 
corporations. 


The basic reason for this, I believe, is to be found in the values to which 
the company has adhered throughout its existence. Imperial has always been 
dedicated to providing its customers with quality products at fair prices, 
maintaining the highest ethical standards in all its business dealings, fostering 
the long-term interest of its shareholders and rewarding its employees well 
and treating them equitably. In my view, these values are the essential 
ingredients of a successful business enterprise. 


Maintaining these values was of paramount importance to the company 
in 1986 as it responded to the changing business environment. For example, 
in the interest of our shareholders the temptation to reduce quarterly 
dividends in the face of sharply lower earnings was resisted. And when it 
became clear that circumstances left the company no option but to reduce 
the number of employees, that reduction was achieved almost totally through 
innovative voluntary programs that were well received throughout the 
company. Such decisions incur a financial cost but reflect the values and 
beliefs to which Imperial subscribes, in the conviction that they serve 
the company’s longer-term interests. I am sure that they will continue to 
serve us well in the future. 


That future remains clouded, especially so far as international oil prices 
are concerned. Recent attempts by OPEC to reestablish control of the market 
have resulted in some upward movement of prices, but it is too early to 
determine whether this trend will be sustained or even whether the current 
levels will be maintained. It is still a time for prudence and caution, and 
the company’s actions will continue to be based on the fundamentals of 
market supply and demand. 


There remains a considerable surplus of crude oil in world markets, and 
the current period of adjustment could prove to be a protracted one. In the 
longer run, however, given that the world continues to use more oil than it 
finds, the outlook is for tightening supplies and higher prices. 


The prospects for petroleum products are more promising than they 
were but still uncertain. The recent history of this business has been 
characterized by falling demand, resulting in over-supply and intense price 
competition. But if demand recovers in Canada, as it has in the United 
States, the supply/demand equilibrium could be reflected in more satisfactory 
profit margins. 


Chemicals present a mixed outlook. The growth in demand for our 
major petrochemical products outstripped the growth in the Canadian 
economy in 1986, and so long as economic growth continues prospects for 
petrochemical sales are good. The future for fertilizers is clouded by 


uncertainty over agricultural production in areas of the world that previously 
depended on food imports. The implications of this are not yet fully 
understood, but future large grain surpluses could dampen fertilizer demand 
and maintain pressure on prices. 


The future, therefore, will not be without its problems. But neither will 
it be lacking in opportunities, and Imperial is as ready to take advantage of 
those as it possibly can be. 


Your company today is a leaner, more productive and more flexible 
organization than it was even a year ago. Savings have been achieved in all 
areas. The increased efficiencies that have resulted from staff reductions and a 
major corporate reorganization have not only minimized the impact of 
adverse market conditions but will allow the company to derive maximum 
earnings benefit from any future improvements in revenues. 


As the 1986 earnings figures indicate, Imperial’s petroleum product and 
chemical operations are better geared to a highly competitive environment 
and to shifting market conditions. The company possesses an excellent 
inventory of natural resource opportunities. Several of these are large projects 
that Imperial is uniquely suited to develop. The company has strong financial 
reserves. And, most important, it is staffed by people who, in their dedication 
and superb skills, I believe to be second to none in the industry. 


In short, Imperial is in good health. Your management, guided by the 
beliefs and values that have served so well in the past, is committed to its 
future growth and prosperity. 


Arden R. Haynes, 
chairman, president 
and chief executive 
officer 


February 20, 1987 


Review of operations 


Robert B. Peterson, 
executive vice-president 
and chief operating 
officer 


ineteen eighty-six was a year of major adjustment for Imperial, 

as the company responded to the impact of significantly lower 

crude-oil prices on its natural resource activities and the con- 

tinuing need to improve the profitability of its petroleum product 
and chemical operations. 

During the course of the year, business plans were revised, capital- 
spending programs curtailed, operating costs cut, debt obligations and interest 
costs trimmed, the size of the work force reduced and many parts of the 
organization restructured to better fit a difficult new business environment for 
the petroleum industry. 

Imperial’s earnings from operations were $440 million, a drop of 
$254 million, or 37 percent, from.1985. The decline was caused mainly by the 
nearly 50-percent reduction in average crude-oil prices that occurred during 
the year. That drop was offset in part by increased oil production and 
improved earnings from petroleum product operations. 

The company’s return on average capital employed, before unusual 
items, was 6.3 percent in 1986, down from 10 percent in 1985. 

Capital and exploration expenditures amounted to $648 million in 1986, 
compared with the record $1.2 billion spent in 1985. 

The company made major investments in additional stages of bitumen 
recovery at Cold Lake, in enhanced oil recovery and in programs to make its 
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from operations 


Improved results from 
petroleum product and 
chemical operations 
partially offset the impact 
of lower crude-oil prices. 


Expenses cut 


by $91 million 


retail outlets more appealing to customers and to improve the efficiency 
of its refineries. 
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Operating, administrative and marketing expenses were trimmed by 
$91 million from the previous year. 

The size of the company’s work force was reduced by about 16 percent 
during 1986, mainly through two voluntary programs, one that offered 
eligible employees enhanced pension benefits if they chose to take early 
retirement and another that offered employees lump-sum payments if they 
left the company. In addition, a major restructuring of the petroleum product 
and chemical segments occurred during the year. 

The staff reduction programs and associated reorganizations gave 
rise to a $90-million unusual charge to 1986 operating earnings. A second 
unusual expense item of $65 million, associated with the retirement 
of a (U.S.) $200-million debenture issue, brought total 1986 earnings after 
unusual items to $285 million—down from $644 million in 1985. 

Notwithstanding the challenging environment, the company achieved 
several important operating highlights in 1986. 

In natural resources, net production of hydrocarbon liquids increased 
36 percent, and five million cubic metres (31.5 million barrels) were added to 
proven oil reserves. It was the fifth successive year in which additions to 
crude-oil reserves exceeded production. 

In the petroleum product business, the year was marked by the 
successful introduction of a new engine-cleaning gasoline. 


ns 


Safety In terms of safety performance, 1986 was the best year in the company’s 


performance best history. All operating segments set new records for employee safety, as the 
in the company’s number of incidents fell by a quarter. 
history The company also continued to improve environmental protection in 


all its operations. Expenditures on facilities and equipment to protect the 
environment were $38 million during 1986, bringing total expenditures over 
the past five years to $270 million. 

Imperial’s prompt response to the sharp change in the business 
environment has placed the company in a good position to improve future 
profitability, particularly as the climate for the petroleum industry begins to 
improve. Imperial will continue to emphasize the safe, efficient and reliable 
operation of its facilities and to select an appropriate mix of investments 
suited to business conditions and forecasts. 
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Natural resources 
Earnings from natural resource operations were $196 million in 1986, 
down from $542 million in 1985. Return on average capital employed was 
5.9 percent, compared with 19.6 percent the previous year. The drop in 
earnings, mainly attributable to lower crude-oil prices, was partially offset by 
a 36-percent increase in net production of hydrocarbon liquids. 

Earnings were also improved by government actions to reduce the tax 
burden on oil and gas production. The actions included the elimination of 
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the federal Petroleum and Gas Revenue Tax and the reduction of some 
provincial royalties. Those changes increased the company’s profit by about 
$29 million during 1986 and will have a further favorable influence in 1987, 
when their impact will be felt over the entire year. 

The company is pursuing three main strategies in its natural resource 
operations. The first is to reduce costs and maximize the value of production. 
The second is to invest selectively in projects that remain attractive at 
prevailing prices. And the third is to maintain and enhance longer-term 
development options at minimum current cost. 

Esso Resources responded to falling oil prices by implementing a wide 
range of efficiency measures. The number of people in the organization was 
trimmed by about 19 percent, and costs were reduced in virtually every 
area of the operation. 


Syncrude’s unit The Syncrude oil-sands project, in which the company holds a 25-percent 
costs reduced by share, made significant gains in operating efficiency. By producing a record 
15 percent amount of synthetic crude oil — averaging 20 600 cubic metres (130 000 


barrels) a day during the year—and by reducing operating costs, Syncrude’s 
employees were able to cut the plant’s average unit operating costs by about 
15 percent from the previous year. 

Bitumen production from the Cold Lake operation averaged 9500 cubic 
metres (60 000 barrels) a day in 1986, 117 percent higher than in 1985. There 
were two main reasons for the increase. One was the start-up in May of stages 
five and six of the project. In addition, the first four stages of the project, 
which went into operation during 1985, were producing oil for the entire year 
in 1986. At the end of the year, Cold Lake’s output of bitumen was 11 500 
cubic metres (72 300 barrels) a day. 

The 18-percent increase in conventional oil production came largely 
from the Norman Wells oil-field expansion and the Judy Creek enhanced 
recovery project. Nineteen eighty-six was the first year both were in 
production for an entire 12 months. 

Net production of natural gas increased slightly during the year, while 
production of coal declined, as the company withdrew from export markets 
for thermal coal. | 
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Net production 
of crude oil 


Net production of crude 
oil increases 36 percent 
as Cold Lake bitumen 
production climbs, 
Syncrude achieves 
record output and 
conventional production 
grows by 18 percent. 
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and production of 
crude oil 


Reserves grow for the 
fifth consecutive year and 
equal 19 years of current 
production. 


Capital and 
exploration expenditures 


Capital and exploration 
expenditures remain 
substantial even though 
crude-oil prices diminish 
opportunities for resource 
investment. 


Capital and 
exploration 

expenditures 
exceed 


$450 million 


millions of cubic metres 


@em Conventional . | Mme = Syncrude . | Cold Lake 


millions of cubic metres 


2 Bs a 

© os ae em 

e+ Bo ee 

05 Mss eee 

6 4 eee 2 
me Net production Net reserves . 


hone of eolers 


Esso Resources’ capital and exploration expenditures totaled $457 million 
in 1986. 

The company was the most active driller in Canada during the year, 
participating in the drilling of a total of 553 exploration and development 
wells. While many of those wells resulted from development drilling at Cold 
Lake, a modest but successful program of exploration drilling was also 
undertaken in Western Canada. 

In frontier exploration, Esso Resources fulfilled all the terms of six 
exploration agreements with the government of Canada related to drilling in 
the western Arctic. To meet drilling requirements under those 1982 agree- 
ments, Esso Resources entered a joint exploration program with a group of 
more than a dozen Canadian companies. In return for a part interest in any 
resulting discoveries, the group has paid most of the costs of drilling 29 wells 
over the past five years. 

The five-year program provided further evidence of the production 
potential of the Mackenzie Delta/Beaufort Sea region. A total of 21 
exploration wells and eight delineation wells were drilled. Most of the 
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delineation wells were drilled as a follow-up to a shallow oil discovery made 
on the Tuktoyaktuk peninsula in 1985. They helped define the limits of the 
target structure and demonstrated that its geology and the quality of the 
hydrocarbons it contains are quite variable. 

A two-year, two-well program was also completed in the Flemish Pass 
region of the Atlantic Ocean, about 400 kilometres east of St. John’s, Nfld. 
Both wells were dry. 


Production and Despite this year’s lower profits, the company holds a strong position and 
reserves the good prospects in the natural resource area. Imperial is Canada’s largest oil 
highest of any producer, and its average net daily production of 31 300 cubic metres (197 000 
Canadian barrels) of crude oil and natural-gas liquids in 1986 was the company’s highest 
company since 1974. Imperial’s net proved reserves of crude oil increased by five million 


cubic metres (31.5 million barrels), or 2.4 percent, during the year, bringing 
them to a total of 213 million cubic metres (1.34 billion barrels) — also the 
largest of any Canadian company. 

Looking to the future, we believe that it makes sense to base our plans 
on the assumption that oil prices will remain volatile during the next several 
years. At the same time, we are taking steps to retain our development 
options for the time when prices do improve. 


Esso Resources continues to provide challenging job opportunities and to build 
se within the company by using its own employees rather than 
wctors to develop detailed engineering plans for future stages of its Cold 
\t the company’s head office in Calgary, Doug Hall (right), Susan 

in Peterson use sophisticated computer equipment to support the 
team, whose work will allow the company to embark on additional 
broject when economic conditions permit. 
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Earnings from 
petroleum products 


Earnings increase, as a 
result of improved sales 
margins and lower 
operating costs, despite 
intense market 
competition. 


, 
retroleum proaucts 
canine from sealant products increased to $174 million during 1986, 
from $102 million the previous year. Return on average capital employed was 
7.6 percent, better than it has been for several years but still below the 
average return for manufacturing industries. 

The higher earnings resulted mainly from an improvement in margins 
on product sales, combined with lower operating expenses as Esso Petroleum 
reduced its work force by about 17 percent, restructured its organization and 
continued to improve its operating efficiency. Those measures were 
taken in response to an intensely competitive environment, particularly in 
central Canada. 

Beginning in the fourth quarter of 1986, Imperial changed its method of 
accounting for inventories to the average-cost method, which provides a 
better matching of reported revenues and costs, particularly during periods of 
volatile prices. The new method has been used to restate the company’s 
earnings for 1986 and prior years. That restatement resulted in an increase in 


1986 earnings of $4 million. 
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Capital 
expenditures 


Petroleum product 
investment is directed to 
upgrading retail outlets 
and improving refinery 
efficiency. 


Petroleum 
product sales 


Total sales decline by 
almost three percent as 
the company withdraws 
from unprofitable 
business. 


Demand for 
petroleum 
products 
stabilizes 
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Between 1980 and 1985, a combination of conservation, government 
incentives to reduce oil consumption and a severe recession caused Canadian 
demand for petroleum products to fall by about 23 percent. During 1986, 
total demand remained essentially unchanged from the previous year. 

There were, however, sharp regional differences in demand in 1986. In 
Western Canada, downturns in the agricultural economy and the petroleum 
industry caused demand for petroleum products to fall by about 1.5 percent, 
while relatively buoyant economic conditions in central Canada caused 
product demand there to increase by one percent. 

Esso Petroleum’s total sales volume decreased by just under three 
percent during the year, primarily because the division withdrew selectively 
from unprofitable business. Exports constituted nearly 10 percent of 
the division’s total sales during 1986 and are expected to be of equal 
importance during 1987. 
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No Trouble 
gasoline 

wins Customer 
acceptance 


One of the highlights of the year was the highly successful introduction of the 
company’s new No Trouble gasoline, which was launched in June, following 
an extensive research program. The gasoline contains new detergent additives 
that can clean fuel injectors and carburetors, thus improving engine 
performance. Customer acceptance of the new gasoline, coupled with other 
measures to improve marketing effectiveness, caused sales of Esso brand 
gasoline to grow more rapidly than industry sales. 

Nineteen eighty-six also saw the release of the final report of the 
Restrictive Trade Practices Commission inquiry into the petroleum industry, 
after an exhaustive five-year investigation. It cost Imperial more than 
$9 million to participate in the hearings and defend itself against the “rip-off” 
charges that were leveled at the industry when the inquiry was launched in 
the early 1980s. 

The final report confirmed what the company and many others had 
been saying from the start. It found that the petroleum industry was, indeed, 
competitive and that there was no evidence of collusion in any sector. 

Although petroleum product earnings increased during 1986, further 
improvement is needed to achieve adequate returns. 

Esso Petroleum made important adjustments to its cost structure in 1986 
and will continue to pursue vigorous programs to improve efficiency and 
customer service. Nevertheless, future growth in profitability will depend to a 
large extent on product margins in the marketplace. 


Organizational changes at Esso Petroleum reflect the company’s commitment to 
customer service and have greatly increased the responsibilities of individual 
employees. One such employee is Lawrence Richler (left), Esso Petroleum’s retail 
area manager for Newfoundland, who gives retailer Gary Horwood high marks 
for the operation of his Churchill Park Esso station in St. John’s. 
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Earnings 
from chemicals 


Improved petrochemical 
performance accounts 
for encouraging increase 
in chemical earnings. 


Chemicals 


Earnings from chemical operations were $17 million, up from $3 million in 
1985. Return on average capital employed was 1.8 percent. 

The Esso Chemical division, like other parts of the company, undertook 
a major organizational restructuring during the year. Its staff was reduced by 
about 16 percent and a large number of product lines were consolidated. 
Those actions have improved the division’s competitive position by reducing 
fixed costs and by focusing greater attention on the quality of products and 
customer services. 
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Esso Chemical underwent extensive organizational changes last year to reduce costs 
and improve the division’s competitive position. At the Sarnia chemical research 
centre (clockwise from left), Bill Innes, who became president of Esso Chemical in 
1986, discusses the changes with Donald Norris, Cathy McNair and John Young. 
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Sales volumes 


Fertilizer sales increase 
by five percent; 
demand is strong for 
petrochemicals. 


Capital expenditures 


Investments remain 
relatively low as major 
projects completed in 
1983 continue to meet 
market demands. 


Petrochemical 
results improve 
sharply 
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hurt by falling 
grain prices 
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The company’s chemical business is made up of two distinctly different 
segments — petrochemicals and agricultural chemicals. 


The petrochemical operation achieved a sharp turnaround from 1985. The 
main reason for the improvement was that margins on the sale of polyvinyl 
chloride and polyethylene resins were higher, as a result of lower feedstock 
and operating costs and improved manufacturing performance. Polyvinyl 
chloride resin is made into durable plastic products like vinyl pipe and siding, 
while polyethylene is made into grocery bags, stretch film and thousands of 
other products. 

The company holds a strong position in domestic markets for other 
petrochemical products, such as solvents and chemical intermediates. 
Markets for those products are not growing as quickly as ones for plastic 
resins, but they continue to make a steady contribution to profitability. 

The other segment of the business — agricultural chemicals—had a 
difficult year in 1986, as the agricultural economy of western North America 
continued to deteriorate. 


Falling grain prices have had a severe impact on demand for fertilizer in 
Western Canada and on international fertilizer prices. During 1986, total 
western Canadian demand for fertilizer declined for the first time since 1976. 
That set up a more intensely competitive situation in which profit margins on 
fertilizer sales in domestic and export markets were severely reduced. 

Looking to the future, petrochemical earnings are expected to improve 
with steady economic growth. Improved profitability in the agricultural 
chemical business will depend largely on stability in international agricultural 
markets. 
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Building Products 
achieves record 
earnings 


Esso Minerals has 
profitable year 


Other business operations 
Building Products of Canada Limited, a wholly owned subsidiary of Imperial 
and a major manufacturer of high-quality construction materials for residen- 
tial and commercial buildings, attained record sales and earnings in 1986, 
realizing a return on average capital employed of 14 percent. 

Strong housing markets contributed to the increase in earnings, but the 
major portion came from gains in market share, improved sales of premium 
products, profitable penetration of the export market and reduced manufac- 
turing costs in all product lines. 

Building Products is one of the leading producers of fibreboard in North 
America. In December 1986, the company announced a 15-percent expan- 
sion of its Pont Rouge, Que., fibreboard plant in response to very strong 
demand in Canada and the United States. 

Late in 1986, the installation of high-technology extrusion equipment in 
the company’s vinyl-siding plant in Acton, Ont., was completed, resulting in 
a major improvement in the plant’s efficiency. 

Building Products has earned a strong reputation for responsiveness to 
customer needs. With its record of consistently improved earnings in recent 
years, it is well positioned for profitable growth. 


Esso Minerals Canada, a division of Esso Resources engaged in developing 
opportunities in base and precious metals, also had a good year in 1986. In 
late 1985, Esso Minerals purchased a 35-percent interest in Les Mines Selbaie, 
a mining complex located in the Abitibi region of northwestern Quebec. The 
operation currently produces copper, with precious metal by-products, from 
an underground mine and recently completed a $130-million major open-pit 
expansion of a new ore body, where zinc and copper concentrates are now 
being commercially produced. 

In 1986, the income from Selbaie and tax allowances associated with the 
development of the mine resulted in positive earnings for Esso Minerals, 
which continues to direct a Canada-wide exploration program. 


Kb lilen- 


Robert B. Peterson, 
executive vice-president 
and chief operating 
officer 
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Financial review 


William J. Young, 
executive vice-president 
and chief financial 
officer 


ne of Imperial’s fundamental principles over the years has been 

\ to enhance and protect the investments that shareholders and 
lenders have made in the company. Translated into a specific 

operating approach, that principle has meant, among other 

dyines paying a regular and reliable dividend, which the company has done 

since the late 19th century —in fact, Imperial hasn’t reduced its regular 

quarterly dividend since the beginning of the Second World War. 


Another objective of the company has been to make it as easy as possible 
for investors to know what their money is buying by maintaining a policy of 
full disclosure of financial information and a simple capital structure. For 
example, Imperial has only two classes of shares, both common, that rank 
equally in terms of dividend payments and voting rights. (The only practical 
difference between its Class A and Class B shares is that one pays a cash 
dividend, the other a stock dividend.) The company’s long-term debt consists 
of a relatively small number of debenture issues that are easy to keep track of 
since they are publicly traded. 


However, the true cornerstone of Imperial’s operating approach has been 
the maintenance of its financial strength, which has been particularly 
appropriate during the 1980s, when the operating environment for the 
petroleum industry has featured—in rapid succession — punitive new taxes, 
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1. Interest- 
coverage ratio 


Earnings continue to 
exceed the company’s 
interest obligations by a 
very wide margin. 


record interest rates, a severe recession and, most recently, a sharp drop 
in oil prices. 


Falling oil prices caused the company’s return on average capital 
employed (ROCE) to fall to 6.3 percent in 1986, well below the ROCE of 12 
to 13 percent that we believe is minimally appropriate given the inherent risks 
of the petroleum industry. One of the company’s objectives is to achieve 
those higher returns within the next few years. 


A key reason for believing that objective to be attainable is that Imperial 
has emerged from 1986 in excellent financial shape. And one of the principal 
ways it has accomplished that is by anticipating the impact that changes in 
earnings, investment plans and general economic conditions will have on the 
company’s financial ratios— those standard measures, tested over time, that 
are commonly employed by the investment community to evaluate the 
financial position of a corporation. 


A key ratio is interest coverage (chart 1), which essentially compares a 
company’s before-tax earnings with the amount of interest it must pay during 
the year. That ratio indicates how many times a company’s earnings, before 
interest has been deducted, will cover its current interest obligations. While 
Imperial’s earnings dropped in 1986, they were still sufficient to cover interest 
payments about eight times, a healthy ratio by every commonly accepted 
standard. 


Another way to measure a company’s financial position is by comparing 
the amount of capital the owners, or shareholders, have invested in it with 
the amount lenders have provided (chart 2). As part of its strategy of main- 
taining financial strength, Imperial has relied mainly on cash generated by its 
business operations, rather than on borrowed money, to finance investment 
plans. As a result, debt makes up a relatively small part of the company’s 
capital structure. 


During 1986, Imperial reduced its long-term debt and interest costs even 
further by using cash reserves generated from operations to retire a (U.S.) 
$200-million debenture issue that carried an interest rate of 151 percent. 
Although the company had to pay a premium to retire the securities before 
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. Cash flow compared 
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from operations 


Cash flow falls propor- 
tionately less than 
earnings as cash 
expenses decrease. 


. Principal uses 


of cash flow 


Strong cash flow sustains 


dividend payments and 
capital spending, which 
has exceeded $4 billion 


over the past five years. 
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their maturity date, the retirement will improve before-tax earnings by about 
$15 million a year during the next several years. 

Another way to measure a company’s financial strength and resiliency is 
to look at operating results on a cash basis. This is commonly known as cash 
flow or funds flow. Broadly defined, cash flow is what remains from a 
company’s revenues after it pays those taxes and expenses that require a 
current cash outlay.) (Certain expense items on an earnings statement — such 
as depreciation and deferred income taxes— don’t require a current cash 
outlay.) 


Many investment professionals consider cash flow to be as important as 
earnings in measuring corporate financial strength and capability, because it 
gives a more complete picture of a company’s ability to repay debt, pay 
dividends and pursue growth opportunities. As shown in chart 3, Imperial’s 
cash flow fell by about 20 percent in 1986, significantly less than the drop in 
its operating earnings. The reason is that although the company’s revenues 
were lower, its cash expenses and taxes also decreased substantially. 


(1) This amount appears as the first subtotal on the consolidated statement of changes in 
financial position, page 30. 
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Part of the company’s cash flow has been used (chart 4) to pay dividends 
that, over the past five years, have totaled more than $1 billion. Quarterly 
dividend payments were maintained during the difficult years of the recent 
recession and National Energy Program and increased when conditions 
improved in 1984. In 1985, when earnings reached a record level, the 
company declared an extra dividend. Despite the drop in earnings in 1986, 
the quarterly dividend payment was again maintained. 


By far the greatest portion of the company’s cash flow, however, has 
been put to work for shareholders in new investments that will enhance the 
earning power and asset value of their shares. Since 1982, more than 
$4 billion has been invested in projects that have increased the company’s oil 
production and reserves, such as Cold Lake, Judy Creek and Norman Wells, 
as well as in service-station improvement, refinery upgrading and new 
chemical plants. Investment over that five-year period totaled more than $26 
for each common share outstanding at the end of 1986. 


Those investments have been made and dividends paid without in any 
way impairing the company’s financial health and resiliency. Imperial has 
a simple capital structure that is easily understood, low debt, a strong cash 
position and the healthy financial ratios that the company believes will 
enhance and protect the investments of its shareholders in the years ahead. 


William J. Young, 
executive vice-president 
and chief financial 
officer 
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Average cost: a method of inventory valuation where the 
unit cost is a weighted average of the cost of the opening 
inventory and the cost of inventory produced or purchased, 
calculated on a monthly basis. 


Deferred income taxes: the result of differences between 
income-tax legislation and conventional accounting treat- 
ments of certain revenues and expenses; the major differ- 
ence results from substituting deductions permitted under 
income-tax legislation for depreciation and amortization 
expenses in respect of amounts capitalized in the financial 
statements (deferred income taxes are not a tax liability 
under the law). 


Depreciation and amortization: the systematic allocation 
of the cost of assets to expense during the periods of their 


useful life. 


Funds: the total of cash and marketable securities reduced 
by outstanding cheques and short-term notes payable. 


Hedge: the purchase or sale of a forward-exchange contract 
for the specific purpose of eliminating or restricting the risk 
of foreign-exchange-rate fluctuations. 


Net realizable value: the estimated selling price in the 
ordinary course of business less estimated costs of com- 
pletion and sale. 


Operating working capital: working capital (the excess of 
current assets over current liabilities) less funds. 


Other operating revenues: revenues from the sale of prod- 
ucts and services, other than the sale of crude oil, natural 
gas, petroleum products and chemicals; the main items 

are building materials, tires, batteries, auto parts, coal and 
other minerals. 


Taxes and levies: Taxes consist of income taxes, both 
current and deferred; revenue taxes, which comprise the 
Petroleum and Gas Revenue Tax and the Incremental Oil 
Revenue Tax; and commodity, property and other taxes, 
which include fuel excise taxes and the federal sales tax. 
Levies consist of the Petroleum Compensation Charge and 
the Canadian Ownership Special Charge. 


Write-down: the downward adjustment of the recorded 
value of an asset; normally this occurs when the recorded 
value is greater than the net realizable value. 


Imperial Oil Limited 


Consolidated statement 
of earnings 


For the years eee 1984 1985 1986 
Seite . & Uieen = millions of dollars 
Revenues ee z See eee ; ; 
Crude oil (2) _ : rms cae ep «6 veers | Sate 
Naturalgas SSS See ee 485 Aa 449 
Petroleum products (3) _ eg 600 bot = 5356 
Chemicals 922 ne a ee Sal ict eae 55% woe i | aguas BY 
Other operating r revenues ees pe S : 454 - 448 478 
Interest and investment income ne (4) eens ao Sie ween 7 | 137. +~—«:100 
Total revenues a enor ae Bt HOON 
Expenses % 2 = 
Exploration ee : z +e : : eda Stan 116 
Purchases of crude oil and products (3) Fee Se . 4073 4036 3030 
Extracting, processing and manufacturing = se 1068. ~=—s«i1187—S—«*1153 
Marketing and administration < ape I a 939 882 
Interest (8). = : ce eae E 126 = 126104 
LLP ES epee Sogo se eer SS SESS 
Hevenues lemexpenses 62 J ee en a oe 2G dA ATI 
Depreciation and amortization . ae : : 260 322 343 
Earnings before : taxes and levies on a : 2286 —«2109'-—«1436 
Taxes and levies (5) = Se ae ee 
Earnings from operations “ : == ae 694-440 
Unusual items (10) ; : ¥ eases (50) (155) 
Earnings after unusual i items . : : : . aCe al eg Sea 
ZS Aer ceases : ~ : ce ; dollars 
Per-share information = : : : = grea; See a 
Earnings from operations (18) : ans He. DIAL ho 
Earnings after unusual i items (18) 3.24 3.97 1.74 
Dividends ene Sona 145 1.65 1.60 


The notes referred t toon n this and the following two ) pages : are e found i in 1 the D Notes & to 9 the financial _ 


statements, pages 34 to 4L 


The glossary of terms and the summary of accounting policies at are found on pages 28 and 32: respectiv ely. 
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Imperial Oil Limited Consolidated statement 
of changes in 
financial position 


(SER ERASE OS DRE ADRES EE GAS NEL OST TEELRE  I E EIRTSTLDOE E EET ES SE LTEESTOE 


millions of dollars oe 


i inflows (outflows) : 


Funds provided from. operating activities. ne ca 


Revenues less 5 expenses | other - than ¢ exploration eo . a 2609 : 2516 1895" 
Current taxes and levies Oo. A ee (1612) _(1300) _(928) 


Workforce reduction progams(10) OS) 
Change i in operating , working capital | oe ee Oe 56 3901 


Dividends ee (262) S 


Total funds provided from operating activities == 70810041067 


Investment offunds — 
Capital and exploration expenditures _ Oe a : (648) S 
Proceeds from sale of ‘property, plant and equipment _ ane 42 50 53 3 


ee ee 
Total i investment of funds _ a __ ee 


Inflow w (outflow) of funds before external financing _ co a ae (41) 


External financing — oo i 
Long-term debt and | other « obligations, after r repayments _ 2 CO ‘fee 


Retirement of 15/2 percent debentures (10) oe ee 
Common s shares issued (18) Sr 74 76 25.0 
Total external financing — ee AG 83 3 (273) 
Inflow (outflow) offunds oe ee 


Increase (decrease) i in funds by: component — oo ee 
Marketable securities 193 (130), «213 


Outstanding cheques, lescash = 
Short-term notes _ oe - - 2 - (8) 2 10 
Total increase (decrease)infunds = (09) 204 


The glossary of terms and the summary of 3 accounting ‘policies are found on 1 pages 28 and 32 respectively. : 
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Babel OF Laniced 


Consolidated statement 


of financial position 


Capitalemployed 
Working c capital — os 


Current assets 


AREER SS BOLE TILE EIR OIL TE OE SED SEO LES ES TLL EE LEE, 


~ 1985 “1986 change 


co millions of dollars 


Marketable securities at cost, , which a approximates market value a - 7 519 Cee - “2 


Accounts receivable (3). 


Amounts receivable from Exxon. Corporation and affiliates dy). - fe Bee 


Inventories of crude oil and products 


Materials, supplies and prepaid expenses _ co aoe oS 


Taxes recoverable 


Total current a assets 


Currentliabilities = 
Outstanding cheques, less cash © Po 
Short-term notes 

Accounts payable and accrued liabilities (3) 


Taxes payable 

ee ee 
Total current labiliies 
Total working capital — ee 


- Investments and other long-term assets Oo 


Property, plant and equipment at cost, 


1004 BID 4) 


1985 © 
— 62 62 


2940 a AS (622) 


77" RCO SE TIER PES CE DETLT EIEUE OED 


oe 
1100 766 — (334) 


- Amounts owing t to Exxon Corporation and affiliates OD. oe oe Co oe (40) 


2 


SS) 
: ee 98 A) 
ee 1614 OL ae _(103) 
ee “es _(162) 


less accumulated depreciation. and amortization ( ©) ee BER 5816 ae 136 


Total capital employed oe 
Sources of capital employed — 


Long-term debt and other obligations (9, 17) _ eS 


Commitments ¢ and contingent liabilities (l De 
Deferred i income taxes oO oe 


Shareholders’ equity Do Set TeaRmeaee 


Common shares (18) 


Earnings retained and used i in the business _ 


At beginning of year 


_ Earnings for the year 
0) Dividends Lo 
> Acendotyear’ 0 
Total shareholders’ equity =” 
Total sources « of capital employed _ 


— B10 TAL ce 29) 
17D 1034 185) 
ie? 16l7 


i ee 


— 2 3268) 3044 376 
oe 644 285 (359) 
? 068) (262). 6 
oe Sr 3007 23 
ote 5000 46 


7810 7741 ~(129) 


The ‘summary of: accounting policies, glossary of te terms and notes « are e part of the financial statements. 


Approved by Mehond oo 


Gadm tayaes Ge 


Chairman, , president and — 


ee executive Officer 


3h 


Executive vice- -e-president and 


. Pohick financial aficer 


Auditors’ report 


To the shareholders of leperial Oil Limiced | 


We have examined the consolidated statements of earnings 
and changes in financial position of Imperial Oil Limited for 
each of the three years in the period ended December 31, 


1986 and the consolidated statement of financial position as . 


at December 31, 1985 and 1986. Our examinations were 
made in accordance with generally accepted auditing stan- 
dards, and accordingly included such tests and other 
procedures as we considered necessary in the circumstances. 

In our opinion, these consolidated financial statements 
present fairly the results of operations and changes in 
financial position of the company for each of the three years 
in the period ended December 31, 1986 and its financial 
position as at December 31, 1985 and 1986 in accordance 
with generally accepted accounting principles in Canada 
consistently applied. 


Chartered Accountants 


Toronto-Dominion Centre 
Toronto, Ontario 


February 23, 1987 


Summary of 
significant accounting 
policies 


Principles of consolidation 

The consolidated financial statements include the accounts 
of Imperial Oil Limited and all its subsidiary companies. _ 
Intercompany accounts and transactions are eliminated. A 


list of subsidiary companies is shown on page 41. 
A significant portion of the company’s activities in 


natural resources is conducted jointly with other companies. 


The accounts reflect the company’s proportionate interest 
in such activities. 

Inventories 

Inventories of crude oil at refineries and products are 
recorded at cost (primarily using the average-cost method). 
Crude oil in transit is valued at actual cost. The cost of 
these inventories is less than net realizable value. 

Inventories of materials and supplies are recorded 
either at cost or net realizable value, whichever is lower. 
Investments : 

The principal investments in companies other than sub- 
sidiaries are accounted for using the equity method. Impe- 
rial’s share of the net assets of these companies is recorded — 
in the consolidated statement of financial position as 7 
“investments.” Imperial’s share of the earnings after income 
taxes of these companies is included in the consolidated 
statement of earnings under the revenue line “interest and 
investment income.” : 

Other investments are recorded at cost. The only 
income recorded by Imperial is the dividends from these 
investments. 

The percentage owned by Imperial of each of its 
principal investments is shown on page 41. The amount at 
which all investments are recorded is shown in note 7 on 
page 36. 

Property, plant and equipment 

Property, plant and equipment, including related preopera- 
tional costs and design costs of major projects, are recorded 
at cost. 

The company follows the successful-efforts method of 
accounting for costs of exploration and development activi- 
ties. Costs of exploration acreage are capitalized and amor- 
tized over the period of exploration or until a discovery is 
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made. Costs of exploratory wells are capitalized until their 
economic status has been evaluated. Costs of exploratory 
wells found to be dry during the year or before the issuance 
of the annual financial statements are charged against 
earnings. All other exploration costs are charged against 
earnings as incurred. All costs of development wells and 
successful exploration wells are capitalized. 

The costs of maintenance and repairs are charged to 
operating expenses. Improvements that increase the service 
capacity of an asset or prolong its service life beyond that 
contemplated in the established rates of depreciation are 
capitalized. 

The cost of natural gas and natural gas liquids used as 
injectants in enhanced (tertiary) oil-recovery projects is 
capitalized as a development cost. 

Investment tax credits, grants received under the 
Petroleum Incentives Program and other similar grants are 
treated as a reduction of the capitalized costs of the asset to 
which they apply. 

Amortization of the capitalized costs of producing wells 
and leases, of the Syncrude project and Cold Lake plants 
and of operating mines are calculated using the unit-of- 
production method. Depreciation of other plant and equip- 
ment is calculated using the straight-line method, based on 
the estimated service life of the asset. 

Gains or losses on assets sold or otherwise disposed of 
are included in the consolidated statement of earnings. 
Retirement plans 
The company’s pension plans cover almost all employees. 
Pension-benefit obligations are determined annually by 
independent actuaries using the projected-unit-credit 
method. Valuation of assets is based on market values at 
December 31 of each year. The amounts contributed by the 
company to the plans are established according to accepted 
actuarial procedures. Prior to 1986, the amount funded was 
also the pension expense for the year. In 1986 the Canadian 
Institute of Chartered Accountants published new stan- 
dards for accounting for pension plans. As a result, starting 
in 1986 the amount expensed is determined on the accrual 
basis, which reflects the service of employees for the 
year rather than the amount contributed by the company 
to the plans. 
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Consumer taxes and Crown royalties 


Taxes levied on the consumer and collected by the company 
are excluded from the consolidated statement of earnings. 
These are primarily provincial taxes on motor fuels and the 
federal tax on exports of crude oil and petroleum products. 
Crown royalties are also excluded from the consolidated 
statement of earnings. 

In order to encourage investment, the federal and 
provincial governments have reduced the amount of roy- 
alties payable during the early years of certain projects by 
allowing for the deduction of certain capital costs in 
determining the royalty. The result is an increase in the 
company’s share of production, which is accounted for as 
additional income. 

Translation of foreign currencies 

Gains and losses on forward exchange contracts, which are 
effective hedges against specific foreign currency exposures, 
are offset against the associated gains and losses of the 
hedged item. 

Long-term monetary liabilities payable in foreign cur- 
rencies have been translated at the rates of exchange 
prevailing on December 31. Exchange gains and losses 
arising from the translation of long-term debt are amortized 
over the remaining term of the debt. 

Interest costs 
Interest costs are included in expenses as incurred. 


Imperial Oil Limited N ot es t O th e 
financial statements 


operas See a 


In 1986, the company chaneed # ee accountne Hor 
inventories of crude oil at refineries and products from the 
first-in, first-out method (FIFO) to the average-cost method. 
(Crude oil in transit continues to be valued at actual cost.) 
The average-cost method provides a better matching of 
costs and revenues, particularly in a period of changing 
crude oil prices. The adoption of the average-cost method 
has been applied retroactively and prior periods have been 
restated. 

The effect on 1986 and prior years’ earnings after 
unusual items, working capital and earnings per share was: 


Increase ee 


eS ee -Earnings after ce "Working oe ~ Earnings 

_unusual items a Capital _ he _per share 

ee ee 2 Ne “(millions of dollars) ree “(dollars) 
1986 ee i 
PS i 
108 8 a 
1983. oe 1 03 
1982 oe Gy 


2. Crude-oil revenues — 


The company supplements it its own rroroducdon to meet its 
refining needs by buying crude oil and selling any unused 
quantities. Those sales, which amounted to $990 million in 
1986, are excluded from reported revenues and purchases 


(1985 —$1693 million; 1984—$1354 million). 


a. Petroleum product purchase/sale agreements os 


eee sale agreements with other companies help ce: 
company meet its supply requirements while reducing 
transportation and other costs. Sales under those agree- 
ments are not included in “revenues,” but are offset 
against the related purchases. In 1986 sales under those 
agreements amounted to $819 million (1985 —$934 million; 
1984 —$964 million). Accounts-receivable and accounts- 
payable balances with each company relating to such 
purchase/sale agreements have been offset. 
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be Taber and i investment income 


1984 a5 1986 


: “millions of dollars 


Interest o on n marketable securities ee ee ee 
and short-term deposits oe Oe ee ae 
Earnings (after i income taxes) | 


fromequity investments —S-s. 337. i(<=s«i38 85 
Other interest and investment _ o ae a ee ae SS 
“income = OS 
Total interest and investment 


income : 167 137 a 
Dividends received from equity — oe 
: _ investments © ee 21 22 page 
5. Taxesandlevics = 
eee “1085 1986 


: millions of de dollars ue 


Current and deferred ir income e taxes” 


Federal “367246 —*178 
Revenue tz taxes - a 
- Petroleum a and Gas" a ee = 
Commodity, property. and — oo oe 
other taxes oe a eo 
Federal sales tax “347 300.385 
— Paclexcisetaxes” =i 10] 145 


_ Property and other taxes 86. 8990 


Levies (1) 
Petroleum: Compensation _ oe 

= hare AB 
a _ Canadian Ownership : a oe 

ae Special Charge oF io 3) 
Totaltaxesandlevies  —s_— 1766. 1415. 996 = 
Less deferred income taxes 2 45d 16 ee 
Currenttaxesandlevies ——1612—-:1300 4928 
(1) These c charges expired June 1, 1985. ee 


The operations of the company are nee and the related © 
income and other tax interpretations, regulations and 
legislation are continually changing. As a result, there are 
usually some tax matters in question. The company believes 
the provision made for income and other taxes is adequate. 


ES TRATES DEI LIT AY LATE EAL A 


Summary of income-tax 1984 1985. 1986 


ey. 2 ie a 


calculations 
ae 109° 1436 


Earnings | before ta taxes and levies | . 2286 
Deduct: S oo 
SS Taxes and levies, other than oe 
PD rcome tas 1288 1091 743 


a _ Earnings from equity — Co 
investments ae 38 35 


Adjusted earnings _ ~ oe: 


Income 1 taxes at basic tate “559 ee 


Additions to income taxes as” 


Basic corporate tax rate (percent) 


a result of: 
. Petroleum and Gas Revenue _ 


Tax, Crown royalties 


and other similar non- 


Seeccbiepaymens 
governments 215 (56. 55 


Reduction i in income 2 taxes | asa. 


result of: ee 
Resource allowance 1 21 0 ee 


RESET SIA NS 


SSL T TEL TEM GOL I SL BRT SELB ETS SELLE TEI SES CIO OEE EID OELLLITB LEP VL LILES, 


these ee no additional income tax was caeble 
This item includes $42 million in respect of these transac- 


tions in 1985 and $10 million in 1986. 


(2) Changes in income taxes as a result of unusual items 


recorded in 1985 and 1986 are not included. 


6. _ Property, plant and equipment Se 
Cost 


depreciation and 


Accumulated 


amortization 
1986 — ~ 1985 1986 


. - millions « of dollars 


: = 1085 


Natural re resources 


: _ Exploration and - . 
76 ane 
141 i 


1019 
216 


2903 908 
1524169 


production — 
_ Heavy « en ee 
Coal and other | - 
mingle 108 
— 430. ~ 4630 > 1097 1258 
Purslean products | oe Se 2657 cee 1202 
a Ol All? 23322 


Chemicals ee - : ee 
Other 306 313 cue ay 


ee ee 


~ Depletion allowance oe A O18 
Manufacturing and 


 moespeaedt IO 


Inventory allowance _ : ee 

: ~ Other: G). ee ae, 
LO eee 
40,7 33.1 38.4 


~~ RR Sy Sa a eS CRO 


Effective income-tax rate (percent) 
Increases ; (decreases) i in deferred 


_ income taxes resulting from 


_ timing , differences 


Capital costallowance 1367513) 


(Sucesuldiling = 36 5S 


__Landacquisition costs #3) ) 


_ Enhanced oil-recovery _ oe ee 
_injectants - 23 33 


es, 


Net in increase in deferred — oe fe 
income taxeg(2) 2 154 15 68 
Current income taxes Oi La 234 2 ~ 209 ead 185 
(1) In 1985 the company sold interests in certain n producing 
properties, with the right to reacquire them. These interests 
were reacquired in 1986. Due to deductions available for 
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Total property, plant 


and equipment ss 
Less accumulated 


8284 87 2604 2901 


ee 
a amortization. oo 2005 2901 ee 
Net i investment Le 5680 S86. 


RES sea 


Imperial Oil Limited 


Notes to the 


financial statements 


oh “Investments ged other long. term assets 


Investments are primarily i in companies engaged in pipeline 
transportation of crude oil and petroleum products. 


1985 1986 


Investments © | e 
millions of dollars 


Recorded at equity value (a): 


With quoted market value (b) ve 186 7 200 
Without quoted market value 22 22 
Recorded at cost s Ses 
Total investments ae Sela 227 
Long-term receivables os : 152 49 
Other (c) : Me 211 138 
Total i investments and other : 
long- termassets - oe 576 414 


(a) The principal investments in companies other than 
subsidiaries are accounted for using the equity method. 
These principal investments are recorded at the original cost 
of the investment plus Imperial’s share of earnings since the 
investment was made, less dividends received. Imperial’s 
principal investments and ownership percentages are shown 
on page 41. 


(b) This amount represents Imperial’s investment in Inter- 
provincial Pipe Line Limited. Imperial owns 8.597 million 
shares (22 percent) of Interprovincial; the original cost to 
Imperial was $18 million. The market value of these shares 


at December 31, 1986, was $344 million (1985 — $368 million). 


(c) Included in this category is $42 million, which is the 
unamortized cost of estimated future benefits associated 
with the company’s health-care and life-insurance plans for 
retired employees. This item is being amortized over 17 
years, starting in 1985, The plans are described further in 
note 15. As well, this category includes $45 million, which 
represents the unamortized foreign-exchange loss arising on 
translation of long-term debt (1985 —$91 million). 


8. Interest expense _ 


1984 1985 1986 

~~ millions of dollars 

Long-term debt AOE 107 84 
Short-term notes ei ae 2G 
Capitalized leases a ee 11 
Other a eG 
Total interest expense J) 6 = 6 106 
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og ~ Long-term debt and other obligations 


EEE RE ESB OR EL EE IO IOE 


1985 1986 
year oe ee oe 
issue maturity date interest _ tnillions of ie - 
Debentures ee = oo 
1967 Jan. 2 Ci 634 SiC ee 
1968 Jan. 2, 1988 ee oo ie 
1969 ~ Aug. 15, [P80 Biz a 
1972 Feb. 15. {902 Pa AT ae : 2 
1974 Aug. 15,1994 = 05 
1975. Feb, 15, 1905 Oy, ee 66 = 65 
1979 | Sept. 16: 2000 = ee 

oe - (1986— US. $226 million; OS if 
1985-U.S. $226 million) ——94_— 316 3:12 
1981 Dec. 1, 2010 = ce ee a, oo 
~~ © (U.S.-$200 million) 15) 6 
Total sinking-fund debentures _ ae 18 4% 
1983 Mar. 31, 1093" us yee ADS : 125 ss 
Total Jong: term debt (a) es —398—«598 ie 
Other obligations (Vd) 9 a 366 
Total long-term debt and | oe ee : 


(a) Payments uy ee Ped aes aes next 
Sinking-fund debentures Capitalized | leases 


ef = 
88 eee 
S00 
iO lL 


(b) Imputed in interest on capitalized Jeases will be $45 million 
during the next five years and $105 million over the 
remaining life of the leases. 


millions of dollars o 


(c) Other bploacne at December a1. 1986, ade. 

$61 million (1985—$75 million) related to take-or-pay gas 
contracts. Amounts received under these contracts for 
future delivery of natural gas are recorded as deferred 
revenue. These amounts are included in sales revenue 
when the gas is delivered. 


(d) Other obligations at December 31, 1986, also include a 
~ $58 million liability for the company’s health-care and 
life-insurance plans for retired employees. These plans are 


described further in note 15. 


~ (e) Other obligations at December 31, 1986, also include 
$102 million, which represents the liability for future 
payments to employees retiring under the 1986 voluntary 
work-force reduction programs (see note 10). 


Unused lines of credit with major Canadian 
banks totaled $596 million at December 31, 1986 
(1985 —$597 million). 


10. Unusualitems 


1984 1985 1986 
ee oe millions 0 of dollars 
Deferral of producing profits oe ~ (45) oe 
Granduc mine fe 5) 
Retirement ofdebentures = #3 — — (65) 
Work-force reduction ‘programs Co (90) 
Total unusual i items oe 60) (155) 


Sree PRISER: \—-yeeemnraseets 


Deferral of producing profits—The company’s 1985 earn- 
ings were adjusted to reflect a one-time, noncash decrease of 
$45 million, after income-tax credits of $42 million, resulting 
from the June 1, 1985, deregulation of crude-oil pricing. 
Prior to June 1, the corporation was required to sell crude 
oil produced from Crown leases to the Alberta Petroleum 
Marketing Commission and recorded a sale at such time. 
This requirement has been removed. Consequently, the 
profit on company-produced crude oil used in the manufac- 
ture of petroleum products is deferred until the petroleum 
products are sold to the customer. This change had a 
one-time impact on earnings but had no effect on the 
company’s cash flow. 
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Granduc mine —In late 1982 the company decided to wind 
down operations at the Granduc copper mine in British 
Columbia. An unusual item of $40 million, after income-tax 
credits of $26 million, was charged to earnings at that time 
to write the assets down to estimated net realizable value. 
The closure of the mine was completed in 1985 and the 
amount of the write-down was increased by $5 million, after 
income-tax credits of $3 million, mainly due to lower-than- 
anticipated copper prices during the wind-down period. 


Retirement of debentures— During the second quarter 

of 1986, the company took steps to retire its (U.S.) $200 
million issue of 15 /2 percent sinking fund debentures due 
December 1, 2011. The total cost of retiring the debt was 
(Canadian) $315 million, which came from existing cash 
reserves. [he premium paid for the retirement of the 
debentures, as well as a foreign-exchange loss arising from 
the transactions, resulted in a loss of $65 million, or $0.40 a 
share, after income-tax credits of $10 million. This loss was 
recorded in the second quarter. 


Work-force reduction programs—In March 1986 the 
company announced plans to reduce its work force, mainly 
through two voluntary programs that offered eligible 
employees enhanced pension benefits for early retirement 
and offered others lump-sum payments for leaving the 
company. The staff reduction and associated reorganization 
resulted in a charge to earnings in the second quarter of 
$90 million after income-tax credits of $81 million. Of this 
amount, $29 million had been paid out by the end of 1986. 


il, Commitments and contingent liabilities 


The future liability for long-term contractual obligations and 
commitments, all arising in the normal course of business, 
does not significantly affect the company’s consolidated 
financial position. 

Pending lawsuits against the company would not, in 
the opinion of counsel, result in any financial liability 
that would significantly affect the company’s consolidated 
financial position and earnings. 


Imperial Oil Limited 


Notes to the 
financial statements 
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12. Business segments(1) 


“Namlieore Pielenpoie 
- 1984 1985 1986 aon 1964, 1085 1986 1d 1985 ‘1966 
Revenues : eo - a a : : =e ae : 
Sales to customers 1094 758 = 487 6541 6919 5459-750 5B ak 
Intersegment sales 646°: 1497 1193-275 346 = 51 : Ae Sy ad 48 
Total revenues —T40 2255 1680. 6816 7205 S772 
Earnings before taxes and levies | “883° 1016 : 319 a 1200. : 1048 : ~ 1004 — eee ee 
Taxes and levies 559 474 123 1166 946 = 830 : Be 
Earnings from operations aa aay 196 SS a Wh ie So 3 17 
Capital Salone er sea ede Ba as L oo 
Segment assets - 2937 3663 3708 2343 et 2521 oe 1062 1064 “1006 . 
Less current liabilities. 514 557 186 = 969 47 Si ede 56. 59° 
Total capital employed — = ee 3106 ee AAA D580 2004 — “1014 ~ 1008 9047 
Depreciation and amortization | Ta eee oe 100 | = See oe 46 a Peete 
Capital and exploration | < ee oe SS 
expenditures 8 eo : 8 24 20 | 


in the consoletd Foon reported ers, all inte orncnt 
transactions have been eliminated. The company operates 
its business in the segments described in the operating 
reviews. 


13. Long-term incentive compensation plan Gee 


Monetary awards are granted to retain selected emolose 


and reward them for high performance. The amounts of the 
awards are based on increases over time in the price of Class 
A convertible shares or in earnings per share, whichever is 
greater. Holders of the awards are not eligible to receive 
payments at the time the awards are granted; payments are 
deferred for periods of up to six years, depending on the 
type of award. 

Estimated costs of the plan are amortized over its life. 
In 1986 the company charged $20 million to earnings 
(1985—$20 million; 1984—$20 million). 


14. Research and development costs : 


Research and devclopricht casts in 1086 were $7 $79 milion 


(1985—$79 million; 1984—$63 million) before investment 
tax credits earned on these expenditures of $12 million 
(1985—$10 million; 1984—$14 million). The net costs were 


included in expenses. 
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“The informanon mn (he be ool. presented as ho 
each segment were a separate business activity. Intersegment 
sales are made essentially at prevailing market prices. _ 


15. _ Annuitant health care and life i - insurance : 


The company shares che cost of ceresin health oa 
life-insurance benefits for retired employees. Almost all of 
the company’s employees may become eligible for those — 
benefits when they retire from the company. 

In 1985 the method used to charge costs against : 
earnings was changed from a pay-as-you-go method to a 
method that recognizes a liability at retirement. Under the 
new method, estimated future benefits are now charged to _ 
earnings in the year an employee retires and the related 


liability is reduced by the annual cash costs of the benefits. 


As a result of this change, a liability (included in “other 
obligations” —see note 9) has been recorded for employees 
who retired before 1985. This initial liability was not. 
charged to earnings in 1985 but was deferred and is being 


charged to earnings over a 17-year period. This is described © 


further in note 7(c). Total charges to earnings in 1986 
amounted to $19.4 million (1985—$12.2 million; the 1984 


amount under the pay-as-you-go method was $5.7 million). 


scene a a ee 


Bees ~ Other i investments S : eee _ Consolidated 

DP = ee 1985 1986” 1984 1985 1986 

a8 ee ee i ‘ millions of dollars 

— 7 309* 386 8755 «8804 o 
Dh hLUS fB SS 

Oe. 3870 405 8755 —380F 7064 

60 oO 2766 7109 1436 

UO CB 2. (1766 1415 996 

a es eae eee 694-440 

. 1331 (1150 1558 — 8678 «#9196: 8648 

[SCO 2001368 1306 = 807 

oo ig), 1268 310 7870-7741 

Oe aa ee 

eo oe 0. a “1158 648 


POLLY RE EI 


| Dar ie 1984 ad 1985 have been eed) to feflece the 


_ change in the method of inventory valuation described in 


note | to the audited financial statements. 


16. Employee retirement plans ee 


oe ae pension plans cover almost all company Ce 


and generally are based on length of service and on average 
earnings during the final three years of employment. 

The plans are funded by the company, based on actuarial 
valuation, the most recent being December 31, 1985. 

As well, the amounts include the company’s share of the 
pension plans for the Syncrude joint venture. 


SATE 


Funded status at December 31 _ I 1984 1985 1986 

| oF “millions of dollars 
Market value ofassets =——~S=«~?:‘«C]ST 1296 1319 
Accumulated I benefit obligation ae 84) (898 1067 
Assets excess _ ae 252 
Unearned benefit obligation De 308° 328-222 


(Unfunded liability) Surplus (3) 20380 


The benefit obligation for 1986 is affected by the 1986 
early-retirement program and an updating of the actuarial 
assumptions. 

The surplus/unfunded liability is credited/charged to 
expense over the average remaining service life of employees, 
which is currently 17 years. 


In addition, actuarially eeu oblisacons tc to sur- 
viving spouses tahich are paid directly by the company) 
amount to $150 million at December 31, 1986. 


Annual pension expense 

In accordance with new accounting standards, the pension 
expense for 1986 is calculated on the accrual basis rather 
than the funding basis used in prior years. (See summary of 
significant accounting policies.) 


1984 1985 1986 
oe millions of dollars 
Current s service cost CO a a = e 
Interest cost eG mer : 
Plan amendment amortization ee 
Expense for 1984 ond 1985 based | pee ee ae 
on funding method ; AB res ee 
a ee 
early-retirement ee 
Expense of 1986 early-retirement — eae ea ee 
_ program (2) oo : ne 
Total pension. plan. expense - —— } = sae 48 
Assumptions 


The measurement of the retirement obligation and expense 
involves making assumptions about economic and other 
factors over an extended future period. In order to aid in 
understanding the information provided above, the follow- 
ing provides the most significant assumptions and their 
impact. 


1984 1985 1986 

Rate of 1 return c on n the plan’s | ao ee 
assets (percent). a oo aS 
Salary. escalation rate (percent) oe 5.0 250 6.0 


millions of dollars 
Impact ofa a one e percent it increase in 
tate of return on 


total benefit obligation (1) Ce ee (160) 
: _ annual expense ee oe (9) 
Impact of a one percent increase i in ee 
salary escalation on 
ae total benefit obligation (1). ee ey) 
annual expense oe al 


(1) The total benefit Cblesdont is thes amount theo pension 
fund needs to have invested at the assumed rate of return 
(currently 8.5 percent) in order to be able to pay pensions 
for service rendered to date. This obligation has two parts. 
The accumulated benefit obligation is based on current 
salaries and the unearned benefit obligation is the estimated 
additional amount due to salary escalation by the time of 
retirement. 


(2) This amount is part of the work-force reduction pro- 
grams included in unusual items (note 10). 
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Imperial Oil Limited 


Notes to the 


financial statements 


17. Transactions with Exxon Corporation and 
affiliated companies (Exxon) 


The net amount of outflows by Imperial from transactions 
with Exxon was $35 million in 1986. Transactions with 
Exxon resulted in a net outflow of $244 million in 1985 and 
a net inflow of $197 million in 1984. The terms of the 
transactions were competitive or as favorable as they would 
have been with unrelated parties. The transactions were to 
maintain supplies of crude oil, petroleum and petrochemical 
products to customers. Current amounts due from Exxon at 
December 31, 1986, were $6 million (1985 —$49 million due 
to Exxon; 1984—$15 million due from Exxon). “Other 
obligations,” reported in note 9, include $7 million due 

to Exxon at December 31, 1986 (1985 —$7 million; 

1984 —$6 million). 

In 1986, Exxon acquired 298 984 shares under the 
company’s dividend reinvestment and share purchase plan 
described further in note 18 (1985-1 509 122 shares; 
1984—1 323 071 shares). Exxon’s ownership interest in 
Imperial at December 31, 1986, was 69.6 percent 
(1985 —69.6 percent). 
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18. Common shares 


eee 


Authorized =: 
(Class A and B) 200 000 000 
Issued. 

at December 31 (a) ee 


Class A 158 496912 161 879 023 162 505 798 
ClasB =. «3 O78 171 = P30195. 
Total «161575083 163 180938 163 645 972 
Transactions | Po Ran Maan an De 

during the year: : Le a 
Dividend reinvestment and — ae 
share purchase plan oe ne ee eee 

Number of ee 
_sharesissued 1777917 1545879 4a Gag 


AELTUAE TELE T UT ARRANGE EO 


1986 


“number of shares 


1985 se 


200 000 000 200.000 000 


Tenn Doar 


_millions ot ‘dollar a 


‘Amount 2 2 070, =e 20.4 
Class B stock dividends paid VEU CER MNES eH 
~ Number of Se —s 
“sharesissued = «121374 589° 976 aaa oe 
ea ee eee millions of dollars 
Amount oes 4 a ae 1.9 


Bie ee 


Number. 


exercised _ S 


Amount 


Fair Market value | ie Ss ie fe ee 


So 


millions of dollars 


“millions of dollars 


~ Number ee oF ee 
outstanding oe ere : 
at December 3h es _ 


(a) Holders of both Class A and Class B shares have voting 
privileges. The shares are convertible on a share-for-share 
basis and rank equally in all respects. Holders of Class B 
shares receive a stock dividend of Class B shares with values 
substantially equivalent to the cash dividend on Class A 


shares. 


ESTED BETS PES NINE EE BOE. 


(b) Pie plan enatied Tarioldcee to reinvest aes fash” 


dividends in additional Class A shares at five percent less 
than the average market price. Shareholders could also 
invest between $50 and $5000 each calendar quarter in 
additional Class A or Class B shares at an average market 
price without paying brokerage or other fees. This plan was 
modified in 1986 and further information is provided on 
page 58. 
(c) When the options were granted, fair market value ranged 
from $28.00 to $42.375 per share. All options expired on 
~ July 15, 1984. 

Earnings per share are calculated on the monthly 
weighted average number of shares outstanding during 
the year (1986 — 163 611 000; 1985-162 320 000; 
1984-160 376 000). 


19. _ Marketable securities : 


The company’s cash that is not tc iamediately required be 
reinvestment in the business is invested primarily in Cana- 
dian marketable securities. These investments are comprised 


primarily of securities of the governments of Canada and 


the provinces, banks and other high-quality corporations. 


20. United $ States accounting principles 


The financial statements have been prepared in accordance 

with accounting principles generally accepted in Canada. A 
description of the differences between the accounting princi- 
ples generally accepted in Canada and the United States as 

they apply to the company appears on page 54. 


Supplemental information (unaudited) 


Additional information for security holders is provided 1 on 
pages 48 to 58. 

Since the company uses capital markets in the United 
States, these pages include information that conforms with 
the financial reporting practices of that country. 

The information reported on pages 48 to 51 is pro- 
vided in accordance with the United States’ Statement of 
Financial Accounting Standards No. 69, “Disclosures about 
Oil and Gas Producing Activities.” This statement requires 
specific disclosure about oil and gas activities only; accord- 
ingly, the data exclude information about coal and mineral 
activities and certain corporate overhead expenses reported 
in the natural resource segment. 


Subsidiaries and principal i investments 


Subsidiary companies (a) 

Atlas Supply Company of Canada Limited 
Beaverhill Resources Limited 

Building Products of Canada Limited 
Byron Creek Collieries (1983) Limited 
Canada Wide Mines Ltd. 

Champlain Oil Products Limited 
Chinchaga Resources Limited 

Devon Estates Limited 

ESF Limited 

Esso Chemical Alberta Limited 

Esso of Canada Limited 

Esso Resources Canada Limited 

The Imperial Pipe Line Company, Limited 
Maple Leaf Petroleum Limited 

Metro Fuel Co. Ltd. 

Nisku Products Pipe Line Company Limited 
Northwest Company, Limited 

107580 Canada Inc. 

139675 Canada Ltd. 

Pinpoint Retail Systems Inc. 

Renown Building Materials Limited 
Servacar Ltd. 

Taglu Enterprises Limited 

305120 Alberta Ltd. 

Winnipeg Pipe Line Company Limited 

(a) See page 32, Principles of consolidation. 


Principal investments in other 


companies, not consolidated (b) 


Percentage of ownership 


Alberta Products Pipe Line Ltd. 35.0 
Interprovincial Pipe Line Limited 21.7 
Montreal Pipe Line Limited 32.0 
Rainbow Pipe Line Company, Ltd. 330 
Tecumseh Gas Storage Limited 50.0 
Williamsport Properties Limited 50.0 


(b) See page 32, Investments. 
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Imperial Oil Limited 


Financial* 


EYRE RT TN ETE ESE STEN EDS ELT SSE IE ET ET FEET TIS I YEN ITED TES ARISE SIL IE SS TIE SOLOS 


Percentages and ratios 
(108) 108s fees 1085 1986 

Return on average 
Capital employed (1) 

Before unusual 


items 50 61 8.4. 10:0— 6.3 

_ After unusual items : oa “G4 64°02 48 

| Shareholders’ equity : 68 : ce i 18 134 Se 
Debt as a percentage of oo 


Capital employed (2) 16.0 17.4 16.2 15.5 13.4 


ce _ Debt plus shareholders’ 

equity (2) TOL 28 205 95 169 
Interest coverage (3) 0 oe R007 7D 
Reinvestment a : a 
_ percentage (4) “1546 1062 93.8 1140 55.3 
Current ratio (5). = 26 F423 3 27 


Definitions 

(1) The return consists of the average capital employed 
divided into the sum of the earnings (before or after unusual 
items), the after-tax long-term-debt interest expense and the 
capitalized leases interest expense. 


(2) Debt consists of long-term debt, capitalized leases and 
other obligations. 


(3) Interest coverage is total interest expense divided into the 
sum of consolidated earnings from operations, total interest 
expense and consolidated income taxes on earnings from 
operations. 


(4) Reinvestment percentage is the total investment of funds 
in the year divided by the total funds provided from 
Operating activities. 


(5) Current ratio is current assets divided by current 
liabilities. 
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Five-year summary 


Consolidated statement it of e earnings 


1082 


Revenues 


Crdeol = = 


Natrralgas 208 


Petroleum products | a OLS 


Chemicals oe : 626 . 


Other operating _ 


Interest and 


investment income 159 


Total revenues. 8270 
Expenses 


Purchases « of crude oil Foe ees 


_and products 3710 


Extracting, processing — ee 
and manufacturing — 1016 


1983 


revenues - i : : 365 


Be 
270 8407 


Explomton 9 ae 
4107 


1056 


Marketing and 


administration ie 


Interest 115. 


Total. expenses _ Se oe 
Revenues less expenses _ ee 


Depreciation. and — 


amortization 219 


Earnings before taxes 


andlevies 2334 
Taxes and levies ee 2036 _ 


Earnings from : 
operations 298 


Unusual items (22) 


Earnings after | 2 


a unusual i items 26 


88 
ae 

Be 
235 200, 3a 


2026 


Me 


336 


04s 


ee 
185 
6231 
694 


‘(185 148 149 
6366 6761 5356 
153 762 732 


er eon 


Go 116 


4073 4036 3030 


“186 7108 1456 
1766_1415_ 996 


(42) 


(50) (155) 


pare 


-*Data for the years 1982 to 1985 have been restated to 


reflect the change in the method of inventory valuation 
described in note | to the audited financial statements. 


1984 1985 1986 


“millions of d of dollars Oe a 


BO 8 a9 2 


454 448478 A o : 


“SHOT 8755 8804 a 


1068 1187, ‘1153 i 


879 “930 a 
126 126 1047 
6209 6373 5285 
2546 2431 1779 


ELE SILL EE EOL LDL TI DEELEY LET LETTE IE LEE NEE SEEL TESOL LELTELN LD LLL LETT SOIL EAL ED ILE LED BOGS DIIGO DEEN LOE BE TORE I OLD ELF LENE IDI LCE LIE SOLED ISS DEEL OY EPS UIE BED 


Consolidated statement of financial position 


Consolidated { statement o of changes in financial position 
_ 1982. 1983 1984 1985 1986 


pliers of dollars 
inflows (outflows) 
Funds provided from. operating « activities eee 
: Revenues less expenses ee 
other than exploration 2666 2342 2609 2516. 1895 

(1705) (1545) (1612) (1300) (928) 
el or 991 ie 967 


Current taxes and levies 
: 5 “961” 


Work-force reduction 


programs 9) 


Change i in operating — 


-workingcapital ss s(9)-—«139'—s«(56)-s«s56-s391 
Dividends (220) (222) (233) (268). (262) 


-Totalfunds 


provided from — - 
operating activities 732 Oe 


Totalinvestmentof #8 © 
funds (1132) (758) _ (664) (1145) (690) 


aes POLO ETSI 


Inflow (outflow) of funds 
__ before external — — 
financing _ 
External financing oO 
: Long-term debt and other | oe 


obligations, after ae 


108. 1004 1067 


400) @ ae 


ie SL OO 
Retirement of 1542] percent oe 
debentures = = - = 


atures _ oe ee GC 15) 
Common shares issued — 14 60 eS oS 16 _ 23 
Total external financing 7, 181. 44 83 (273) 


Inflow (outflow) of funds (323) 2) i Z 68). 204 
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(41) 477 | 


Capitalemployed 


Funds 


Daf NESE ISL ARIE ETON TP EL IEDC SEEGERS 


1982 1983 1984 1985 1986 


“millions of dollars 


5 422510 452 656 


Operating ' working — straps Marken eae 


capital 


Investments and other 
long-term assets 


equipment (net) 
Total capital employed — 


Sources of capital employed — ee 


Longtterm debt 


and other obligations - : 


Deferred i income taxes 


Total sources of 
‘ _ capital employed 


Total assets 


oS 
Property, plant and | we 
4446 4660 4974 5680 


1028 11801184 
12788. 1380. 1534 


Shareholders’ equity 4099 4231_ 


8 64 6791 G10 


SEE Re Ga 
ee 
ue 
6415 6791 7310 7870 7741 


1034 
1617 
5090 


1219 
1534 1607. 
4592 5044 


es 


_9196 


pednat TERETE 


1456 Oe 8678 - 8648 


Capital and exploration expenditures oe 


(after deducting incentives) 


1983 1984 1985 1986 


millions of dollars 


os 


eee resources _ 


Exploration 
Production: 


Heavy oil 
Coal and other minerals _ 


206. 


23 4, 48. 7 B81 
246 209-315. 187 
142. 102-2 23h 379133 

Bo 80. 28 4 56 


Total natural ; resources 


Te a 


Petroleum products _ : 


Marketing — oe 
Refining _ 


30 


TE 


_ products — 


Chemicals 
Other i investments 


Total capital 3 
‘and exploration 


expenditures _ 


308 
Caer It ib ee 1 


“Be 


> “TAR aA RI NOEL ESS 


Se ete 
108 46 = IZ 68 


APE MELLO PG EEE MES LEI 


oi 4 119 218 143 


pls 2324 29 


SO SEEN TORTS 
STE SE SN BRE RTE EB SME EIEIO 


679° 1158 648 


cerseege TOSS 
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Imperial Oil Limited 


Five-year summary 


Financial* 


Net payments t to governments 


‘Taxes and levies 
Income taxes (1) 
Revenue taxes 


Commodity, property and : 


other taxes 
Levies (2) 
‘Total taxes and levies 


Add: 


Current taxes on unusual 


items 


1982 1983 1984 1985 1986 

millions of dollars 

(393 424478524 253 
175 10" 0 1 

554. 504 534 594 736 
1 O14 502 604 322 
2036 1690 1766 1415 996 


Consumer taxes collected « on 


behalf of governments - 


Crown royalties 


Less deferred income 
taxes 


Total paid or payable to : 


governments 


Receipts from governments 


Oil-import 


© 0) = OG) 
618 608 967 1078 1119 
505 402 Ae 2ie iss 
BIDS TS stat 8 ees 
SELLE een 
_ 2822 2630 2983 2752 2167 
Ae ee ETE. 


compensation (2) 


Syncrude crude-oil price : 


compensation (2) 


Investment tax credits 


Incentive programs 


le 
20 w 4 «71 99 
0 89 


Total received or receivable 


from governments 

Net payments to 
governments 

Net payments to 
Federal government 
Provincial governments 2 
Local governments 
Net payments to 
governments 


oe 


560. 267 241 © 205 108 
eS 2253 2363 : 2742 2547 2059 
1139 1161 1610 1465 1201 

1058 1143 1067 1016 790 


68 


os 2363 2742. Pee 2059 


(1) Under a federal government program encouraging tax- 
payers to support Canadian scientific research, Imperial 
made payments to Canadian companies in lieu of income- 
tax payments to the government. Those payments provided 
the company with income-tax credits totaling $393 million, 
which were applied to the payment of 1983 and 1984 
income taxes reported above. 
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sp ermal iia at bi aca ten atneemraiaaaa 


charges expired on June 1, 1985. 


Financial information bys segment _ 


2) ee and receipts delannet to sheen programs and 


Revenues _ Loe 
1484 1718 1740 


Natural resources 
Petroleum products 


6638 6702 6816 7265 5772 


am millions of of dollars 


2755 1 1680 2 


Chemicals 082. 142s 807. 805 780 a3 
Other investments 328-311-385 387 405 
Intersegment sales (862) (1 (1066). (993) (1908)(1573) 
Totalrevenues —8270:-8407 8755 8804 hs: | 
Earnings from operations eee | 
Natural resources _ 0 oe Ae 542 196 
Petroleum products _ ae be 65" 1350 8 102 174 
Chemicals =) 10) 2 
Otherinvestments «ss 24 4 
Total earnings rom a 
operations = -208 336° «520. 604 aug 
Capital employed ee ; a 


Natural resources 


2066 2094 2423 


3106 3522 


Petroleum products _ 9512-2553 2444 9580 2004 
Chemicals _ 1030-1123 1014 1008 Bay 
Otherinvesements (= 807 1021 140 i 
Total capital employed — “6415. 6791 7310 78/0 774k 
Return on average = BE | 
a capital employed — oo : percent oo 
Natural resources So 1. 1 143 19.6 5.9 
Petroleum products on 53 Al ae 
Chemicals. ee ©. Dee 0. 9) (Tio 3 ie 
Other - investments — Co. oo ae a 87°86 84 
Return on average capital — a ee 
: employed. (after a ae : oe S : 
_unusualitems) = 5.45.4 B84 9443 


*Data for the years 1982 to 1985 have been restated to 
reflect the change in the method of inventory valuation 
described in note 1 to the audited financial statements. 
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Imperial Oil Limited 


Operating 


PLE TT DST IEE ST ST SOLO SE LITLE TILES LIES ALAS SEALED ELL ELD DED LPN GL LGR EI IESE DERI ELITE EE OE LOSE TELE ISLE VALS s 


SS 
Exploratory 


Conventional Wee ee | oe Se 36 


ee Dee 


Development _ ae 


ee 


Northern areas and © 
Atlantic offshore 1 


Development : i og aes 12 
Other provinces 


ee ee 


Total wellsdrilled = ts 


eee i ee 


Development ee 75 


Five-year summary 


Total wells in progress a 


ee = | a oe 


Oil and gas 
Western provinces 


Conventional — ee ee 53 


_ Other De 
Northern areas (2) | 9.8 


Other ¢ provinces (3) = fe . : 1.8 


a 00D 
os ie 06 
“oF 19" 


Total oil and gas land holdings eee : = = a - gs & 10. ce 


Minerals 


oo oo 


Sloe = 


One hectare equals about 2.5 acres. 


(1) Gross includes the interests of others; net excludes the 
interests of others. 


(2) Northern areas—the Arctic islands, the Yukon and the 
Northwest Territories, including the Beaufort Sea/Mackenzie 
Delta region —are often referred to as Canada Lands. 
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0.5 


Total minerals landholdings ii 0 


a5" 
0.4 
5 
33 
O04 
04. 


OA! 


: ee < 


gross 


55 
2 


397 


554 


2:3 


0 


8.7 
2 
1.9 


10 


0.4 
0.6 
‘TO 


1985 1986 


net gross net 


8542575 


709 428 193 


21 10 


millions of hectares 


197.6 1.0 
Vee le 
620 0.9 3:7 
04.5 63°03 
O30 0.70.4 
C7 10" 67 


(3) This represents seismic options in the province of 


Quebec. 


Imperial Oil Limited 


Five-year summary 
Operating 


Proved t reserves ie 
Crude oil and natural-gas liquids (NGL) 


gross net gross net gross net arose | net - Bross net he 


“(millions of rm’) Se ee Hae 


_ Natural gas (billions of m’) oe eS BL 38. 0 re ee 


Si Soa ssa TeSe =o nope eee 


Crude oil production (i 


Conventional - ee 2 Se ue 154106 16.7 120 160450 
“ColdLake 8 te eee 
Syncrude 5A 28 4.4 3. : 34 3.3 oS dL 45 a aS 2 ‘5. 2 o a 


Total crude oil production - ie 


Naturaloss liqnids(NGL) 25 i i a 


Total crude oil and NGL production ee : 7 ee ee ~ 24. FS 180: ‘18. 0. 23, ee 18:1 lL 28.0 230 3483513 
Net purchases from others 


Domestic So BB 8 ee 
Imported (eee 
Total purchases and production — ee OO oe 
Crude oil processed at company refineries | oe : | ce —o 
loco, B.C. | ae “OU 60 ao 


“Norman Well, NWT hr 
Strathcona, Alta. 211 Uo 24.8 vi 20.4 


0 AS ES DEES NTE EE RE NE TECTED ETI A SCE TEI ED SETS TEE SEED 


Sania, One LDC CC Ce 
Montreal, Que. foe 8.0 85 = = -_- 


Darmouth, NS. LD Lee 


Total crude oil processed. i eo 
Refinery capacity at December ie 


censors ne 


Refinery utilization as a percentage -of total capacity @ oe oe : : aes. : Be . . 
Natural gas (millions of m3/ /d) ae ee 


Production (1) : FF Oe 43 


Purchase one ae 
Used i in Cold Lake operations a = = - (0. Do - a. 1) 


Sales LLL 4.9 


Thermal ‘coal production — ee ee OM ee 
(millions of tonnes annually) _ 1.0 0 oe | ete Oe oo 


ER ERO IT IE IS PSS EE CI AEP LOI ISI ATTICS EIT I OE PSOE OTE TELE LEOEE SE RENTON IPC TE OTTO LEE ST IO OE TEIEL 


One cubic metre (m3) is equal to approximately 6.3 barrels (2) The Montreal ae ceased operations in ecb 
or 35.3 cubic feet. One tonne is equal to approximately 1983. The calculation of capacity utilization for 1983 
1.1 short tons or 0.98 long ton. excludes the Montreal refinery. 

(1) Gross reserves and production include only the amount 

directly owned, produced and sold by the company before 

deducting the shares of mineral owners or governments or 

both. Net reserves and production exclude these shares. 

(For a detailed breakdown of crude-oil and natural-gas 

reserves, see page 49.) : 
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Petroleum products (thousands of m3/d)(1) ee ee 


Geolines OT a 206 
Jet fuels rr A A 
Oe 
ee lrrr— eee i a Se a 
ee r—“i‘“itirswrSC*isOSCsrsCisi“ (eC lL 8K 8 


Liquid petroleum gas _ 4.2 Oe 5 a 8 


Other products oe 
SS . oS 
eee ce SES ee eae Ee came 


of petroleum products (percent) _ ; i 4 SOET ee 90.4 ee 90.2 
Chemicals thousands of tonnes pe a Se er 


oo : ae a: 
Se 


dollars 


NS ee 


ee OH BT 70.29 


SSC EP TRS RTI RSE EIEIO LLL IIOP ETS ILLITE TEER LL IS PLT STL LIE ET BSI LES PEL LTE SITET SSL NELLY TTL LE LE DE PLLLE SI CIO OE ELE LES ETE ILS PLIES 


One cubic metre (m3) is equal to ee 6.3 barrels (1) Does not include sales made under purchase and sale 
or 35.3 cubic feet. One tonne is equal to approximately agreements with other companies (see note 3 to the audited 
1.1 short tons or 0.98 long ton. financial statements). 


Employees 


Mir Deember 1) 442 S16 


Total payroll and benefits (millions of dollars)3) 814 825 4 900 
Payroll. and benefits per employee (dollars)(4) ee Ae 200 ae FO ae 99 200 


- EEE RD ERE EF SET PIE GI SOIT SR PSOE SE CAEL GEESE NE TEES EE TOLD I GE IEE ELLE DEI EIB SE CLE LD SELLE DE PLETE ER PE TT LEY I Ta BEE EI TE ES ILI IIE ae 


(2) The number of employees at December 31 includes only (4) These are calculated by dividing the total payroll and 
full-time company employees. benefits for full-time company employees by the monthly 


(3) This includes both the company’s payroll and benefits as average mumber of fullume company employees. 


well as its share of the Syncrude joint-venture payroll and 
benefit costs. 
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Imperial Oil Limited 


Oil and g gas as exploration. and production activities GN naan 
Oiland oes 
oe ee 


Capitalized costs SSS 


SOLD ELTLELELOLIEILI SIS 


Supplemental information 


aoe Syncrude _ 
(oss 


“Proved © 
Unproved co ee oe 210 OT a 


Producing assets 


Supportfaciliies 2 IR 


Incomplete construction ATL 80 


Total capitalized costs 
Accumulated depreciation Sa en ea 

and amortization JO Oe | 
Net capitalized costs oe Ves oe 
Proportional interest in net aa 
oe costs of 


Costs incurred — 


Propetty costs 
Exploration. costs a nO 
Development costs Be 613) 235 


Results of operations 


Salestocustomers = 888 BT 
Intersegmentsales 319 85) 85S 

ee 
Production expenses ee 168 374 100 ae 


Total sales (2) 


Exploration expenses _ OG ie ye 


Depreciation and amortization 95 106 ae 


Petroleum and Gas Revenue Ta ve A i 106 — Po ie 


ee 


198419851986 


Results of operations = 285450 


src 


(1) “Property costs” are payments for rights to explore for 
petroleum and natural gas. “Proved” represents areas where 
successful drilling has delineated a field capable of produc- 
tion. “Unproved” represents all other areas. Costs of 
incomplete construction include drilling and other costs 
relating to the discovery of commercial oil and gas reserves 
in the Beaufort Sea/Mackenzie Delta region. 
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1985" 


- millions of a 7 : 


= : 


210. 207 
3563" 
se i 

“Sol 303 


38a 


fe 


ey 


1984 1985 


ieee of dollars 2 


6 it 


88 
642 1266... 799 
1208 


Fs 


150. 1836 


476 = 590 508 


ll te 


10 125 
Ay a 17 
34) S50 oie 
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(2) Sales of crude oil to consolidated affiliates are valued at 
market, using posted field prices. Sales of natural-gas liquids _ 
to consolidated affiliates are valued at amounts estimated to 
represent prices equivalent to those that could be obtained 

in a competitive, arm’s-length transaction. Total sales 

exclude the sale of natural gas and natural-gas liquids 
purchased for resale. 


= Tol 
1986 


it 


“1235 


1986 
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Net reserves of crude oil and natural gas 


ee Conventional and BG — Syncrude — | Total 
— “1984-1985 s«1986-~—S—t—‘<t«wi2S8HSC:C—“‘iBS:SCdBGSC“‘«é‘«édBH:CSC*«‘‘S:Cté‘«dOB'OG 
Net proved ricci ee. 
and undeveloped - oe 

Beginning of year 116.4 144.5 169.6 es 23 385 1449 1718 206.1 
Revisions of f previous estimates ae ee ae on | 

and improved recovery Oe 0D a = = _ O14 250 148 
Purchase (sale) of reserves _ Loe ee ae To poly 
in place. : _ Ol) Oct a we — es (0.1) 0.1 
Discoveries and e extensions  24t 29. 7 OLS oe 12.9 ee "AY 42. 6 1.5 
Peer GO ©). 6) 10 0 9) 6 64) 14) 
End of year : Uae 06 1765 i ee 866 IS 8 2131 
Net proved developed ee ae ee ue = e = ae : 
Beginning of year_ Bi0- 8a 1360 985 2 773. a4.7 1095 1186 170.7 
End of year Bee 345 1360 1730. 3 847 1S tl6 170 204.8 
Soran — = ue oo Se ee Se siDi fel Reveal bate 
proved developed mee 

undeveloped crude-oil r reserves ee 

of Interprovincial Pipe ee : 

Line Limited _ ee oe 3.0 a = a - = 3.0 
Natural gas 1984 1985 1986 All reported reserves of crude oil and natural gas are located 


“billions of m3 


Net proved developed and — one : - = S o 


undeveloped. 
Beginning of year 


368 


Revisions of | previous estimates 


and improved recovery 


Purchase (sale) of reserves | 


in place - ee OO 
Discoveries and extensions _ ee ee ae, 
Production ee ss 
End of year 362 406 _4i. 4 
Net proved developed — ie 
Beginning of year BU PS 31 fa 335.2 
End of year ; oy esa er BAL 
Proporionalimterestinnee 
proved developedand 

undeveloped natural-gas _ 

reserves of Interprovincial 

Pipe Line Limited _ ~ — 4.8 


18 88 


in Canada. Reserves of crude oil include condensate and 
natural-gas liquids. Conventional crude-oil and natural-gas 
reserve estimates are determined through analysis of geologi- 
cal and engineering data, which have demonstrated with 
reasonable certainty that these reserves are recoverable from 
known oil and gas fields under economic and operating 
conditions at December 31 of each year. The calculation of 
reserves of crude oil at Syncrude is based on the company’s 
participating interest in the production permit granted in 
October 1979 and amended in January 1985 by the 
province of Alberta. Reserves of crude oil at Cold Lake are 
those reserves estimated to be recoverable from the existing 
experimental pilot plants and stages one to six of the Cold 
Lake production project. 

The net proved reserves of conventional crude oil 
(excluding enhanced oil recovery projects in Alberta), oil 
from the Cold Lake pilots and natural gas are determined 
by deducting the mineral owners’ or governments’ share or 
both and are based on an estimate of the average royalty 
rate over the remaining production life. These royalty rates 
may vary with production and price. 
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Net reserves of Syncrude, stages one to six of the Cold 


Lake production project and enhanced oil recovery projects 
in Alberta are based on an estimate of the average royalty 
rate over the project’s life. These royalty rates may vary 
with production, prices and costs. 

Reserves related to stages one to six of the Cold Lake 
production project have been recognized as proved devel- 
oped. Geological and engineering studies based on data 
gathered from about 1200 wells drilled for the six completed 
stages of the Cold Lake production project plus up to 12 
years of pilot and production project operating performance 
resulted in an upward revision of 11.8 million cubic metres 


to Cold Lake proved reserves in 1986. At the end of 1986, 


Oil and gas producing activities oe 


134 195 lee 
Present valueof  —_— — 
estimated futurenet = «8 © : 
cash flows discounted — ; 
at 10 percent | millions of of dollars 
Future cash flows (a) a 31848 ae ~ 31862 So ~ 1830 1 
Future production and Fe : 
development costs ~ (10859) (11109) (10690) 
Future Petroleum and | Oo 
Gas Revenue Tax (b) 60s) G8) 
Future i income taxes Cy e 9851) _ (9532) - (3650) 
Future net cash flows : oe = 10832 = 3961 
Discount of 10 percent for ee S : 
estimated timing of i 
cash flows (4285) G810) (1933) 
Discounted future net oo re ees 
cash flows 3248 502) 200s 
Proportional interest i in 
discounted future net cash a a 
flows of Interprovincial _ oe S 
Pipe Line Limited ie 
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ae reserves hy Cold Lake Sperm cons were Es developed — 


and amounted to 97.9 million cubic metres. Cold Lake _ 
reserves at the end of 1985 and 1984 were proved developed — 
and undeveloped (1985—89.7 million cubic metres; eed 
62.7 million cubic metres). 

Reserves data do not include crude oil and need gas 
discovered in the Beaufort Sea/Mackenzie Delta and the 
Arctic islands or the reserves contained in the oil sands — 
other than those attributable to Syncrude, the Cold Lake _ 
pilot area and stages one to six of the Cold Lake production 
project. : 

Natural-gas reserves are calculated at a pressure of 


101.325 kilopascals at 15 degrees Celsius. 


The company does not agree that the calculation of the _ 
present value of future net cash flows from estimated — 


production of proved reserves necessarily represents future —s_— 


cash flows or the fair market value of conventional oil and 
gas properties. The valuation does not include the value of 
exploratory properties and probable reserves and does not 


provide for the deduction of exploration expenses, amortiza- 


tion of land acquisition costs and depreciation of apie 
producing assets. It also does not include any potential — 
changes in future prices for oil and gas and any potential 
changes in the cost of development and production. The 
valuation excludes the company’s activities related to 
extraction and upgrading of crude oil from Syncrude. In the 
company’s opinion, the method of calculating the data is _ 
not reliable and the values may not provide a basis for 
meaningful analysis. Imperial cautions readers about its use. — 
(a) Estimated future net cash flows are computed by 
applying the prices on December 31 of crude oil, including 
condensate and natural-gas liquids and natural gas to the © 
estimated future production of proved oil and natural gas 
reserves. 

(b) The Petroleum and Gas Revenue Tax was eliminated in 
1986. 

(c) Estimated future income taxes are eeompucd by appline 
the current statutory income-tax rates to the estimated 
taxable income for each year. Taxable income is based on 
estimated future net revenues adjusted to take into account — 
differences from standard accounting practices permitted 
under income-tax regulations in effect at the end of the year. 


SSIES IE LI AES ETL PST ATS TDF SLE ATRIOS BLN BIE TT I LOGO NEI TE EREGED ISLES EE IKE PEED IED TED EEL ALE DT LET I LLLP LDA TORE AE DI GLP IEG PIE GILLES DEDEDE TIED DPA IOGODE VEE GDI PE AGL DIST E TLE 


Summary of changes — ee 


in present value Of 
estimated future net 
cash flows 


2) A980 


millions of dollars 


Sener aE BSED NTIS E ERB ESERIES ET SO TE SORE EE SA AES 


Balance at beginning 
of year 


Changes resulting from: - - 
| Sales and transfers of oil o 
and gas produced, net of © 


production costs 
Net changes in prices, 


development costs and 


production costs @) 
Extensions, discoveries, 


additions and improved — 
recovery, less related — 


costs (2) 


Development costs incurred — 


during the period 


Revisions of previous 


quantity estimates (3). 
Accretion of discount (4) 
Net change i in Petroleum — 


and Gas Revenue ae Gy. 


Net change i in income 


taxes (6) 


Change i in 1 production. e — o 


pattern (7) < 
Net change : 
Balance at end of year 
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__3248__ 5022 


_ (1163) (682) 


_ 2351) (6650) 


—tei5 8s 
8 206 
oe 

oUt a8 
1199 3 
eee 
ee 
TTA (2994) 


50222028 


(1) Net changes in prices and costs reflect the changes in 
prices for crude oil, natural gas and natural-gas liquids 
during each year and related increases in development and 
production costs. 


(2) Increases in proved reserves resulting from extensions, 
discoveries, additions and improved recovery represent the 
present value of estimated future net revenues, less esti- 
mated future development and production costs. 


(3) The 1986 increase was primarily due to an upward 
revision to Cold Lake and Redwater and from royalty-rate 
reductions partially offset by a downward revision to Judy 
Creek “B” Pool. 


(4) Accretion of discount is due to an increase in the 
estimated present value because realization of future net 
cash flows occurs one year sooner. 


(5) The net change in the Petroleum and Gas Revenue Tax 
is calculated by applying the tax rate to the estimated 
present value of future income from net operating revenue 
at the end of the year and deducting the amount similarly 
computed at the beginning of the year. This charge is 
considered a production tax and is shown as a reduction of 
net revenues. This tax was eliminated in 1986. 


(6) The net change in income taxes is computed by applying 
current statutory tax rates to the estimated present value of 
future taxable income to be generated from proved reserves 
in production at the end of the year and deducting the 
amount similarly computed as of the beginning of the year. 


(7) Changes in production patterns result primarily from 
revisions to the timing of future production. 


Imperial Oil Limited 


Management discussion and analysis 


Overview 

Imperial’s consolidated statements report the combined 
results of all the company’s operations. The principal 
business segments are natural resources, petroleum products 
and chemicals. Each of those segments is managed by a 
president, who is responsible for the segment’s operations 
and who reports to the company’s chief executive officer 
through the executive vice-president and chief operating 
officer. 

As discussed in note | to the audited financial state- 
ments, prior-period information has been restated to reflect 
a change in the method of inventory valuation. The 
financial highlights for 1986 as well as the two preceding 
years are as follows: 

1984 1985 1986 


Earnings from operations 


(millions of dollars) 5 94 4D 
Earnings after unusual items. oO 
(millions of dollars) — ' 7 520 644 285 
Capital and exploration expenditures ee 
(millions of dollars) i 679 oe 648 
Earnings per share(after (at t—~™S a. 
unusual items) (dollars) 5d Ok ae 
Dividends per share (dollars) _ oe aL Ao: a 65 1. 60 


The causal items are deserted in note 10 to the puidited 
financial statements. 


Segment Information 


Natural resources 

Earnings from natural resource operations in 1986 were 
$196 million, a decrease of $346 million from 1985 and 
$128 million from 1984. Return on average capital 
employed was 5.9 percent, down from 19.6 percent in 1985 
and 14.3 percent in 1984. 

The decline in earnings from 1985 was caused mainly 
by the nearly 50-percent drop in Canadian crude-oil prices 
that occurred during 1986. As well, lower capital-expendi- 
ture-related income-tax and royalty credits, resulting from 
reduced capital expenditures in 1986 and the sale in 1985 of 
interests in certain crude-oil and natural-gas-producing 
properties (the company held the right to reacquire them, 
which it did in 1986), contributed to the reduction in 1986 
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earnings. These factors were é partially offset by a Boece = 
increase in the company’s net production of crude oil and 
natural gas liquids, resulting primarily from increased pro- 
duction at the Cold Lake project and a full year of S 
production at the Norman Wells oil-field expansion project. 
Other favorable factors were a reduction in royalties and — 
the reduction and subsequent elimination of the Petroleum _ 
and Gas Revenue Tax. oe 
Capital and exploration expenditures of $457 milion . 
were 48 percent lower than the record expenditures of 
$885 million in 1985 (1984—$511 million). Expenditures to — 
increase or maintain production at Cold Lake and Syn- 
crude were $133 million (down $246 million from 1985), 
which primarily reflects the completion of the first six stages _ 
of the Cold Lake production project (1984—$231 million). _ 
Expenditures to increase or maintain conventional crude-oil — 
production were $187 million in 1986, down $128 million _ 
from 1985 (1984 —$209 million) —the reduction was largely a 
response to the major decline in the prices of crude oil that _ 
occurred in 1986. Expenditures related to exploring for 


conventional oil and gas were $81 million, $16 million lower _e 


than 1985 (1984 —$48 million). 


Petroleum products 
The petroleum product operations earned $174 millicg: in. 
1986, an increase of $72 million from 1985 and $41 million 
from 1984. Return on average capital employed increased to _ 
7.6 percent in 1986 (1985 — 4.1 percent; 1984—5.3 percent). 
The earnings increase in 1986 resulted primarily from oe 
improvements in the margins on petroleum product sales. 
As well, expenses were lower, mainly as a result of actions 
taken in the early part of 1986, including a staff reduction of 
about 17 percent to restructure and improve the efficiency __ 
of operations. Partially offsetting the increase in earnings — 
was the elimination of the inventory allowance tax 
deduction and a three-percent reduction in product sales. 
The decrease in product sales resulted from aggressive 
price competition, which prompted the company to with- 
draw selectively from business that became unprofitable. 
Capital expenditures for marketing were $75 million, 
a decrease of $31 million from 1985, primarily due to a 
reduction in spending on the maintenance of existing 
facilities. As well, in 1986 a greater proportion of the 
service-station expenditures was spent on providing more 
customer services, such as car washes and convenience 
stores, in an effort to increase sales volumes (1984 — 
$83 million). Refining and pipeline capital expenditures 
were $68 million in 1986, down from $112 million in 1985, 
mainly as a result of the completion of a 1985 pipeline 
construction project (1984 —$46 million). 
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Chemicals 

Earnings from chemical operations increased $14 million to 
$17 million in 1986, and were down from $22 million in 
1984. Return on average capital employed was 1.8 percent, 
up from 0.3 percent in 1985, and down from the 1984 
return of 2.1 percent. 

Petrochemicals achieved an earnings turnaround dur- 
ing 1986. Margins increased as a result of lower feedstock 
costs, cost reduction programs and improved plant perfor- 
mance. Sales volumes remained relatively constant over 
1985 as declines in some businesses were offset by gains in 
polymers. 

In agricultural chemicals, earnings decreased from 1985. 
Falling grain prices, driven by oversupply, have had a severe 
impact on international fertilizer prices and on the demand 
for fertilizer in Western Canada. Even though raw material 
and operating costs were lower and export sales volumes 
increased, this was not sufficient to offset the lower profit 
margins in both domestic and export markets. | 

Total capital expenditures were $29 million in 1986, up 
$5 million from 1985 (1984 —$23 million). The majority of 
the expenditures in 1986 were for the maintenance of 
existing facilities. 


Liquidity and capital resources 

Total funds provided from operating activities (after changes 
in operating working capital and payment of dividends by 
the company) were $1.1 billion, an increase of $63 million 
from 1985 (1984—$708 million). This increase occurred in 
spite of a 37-percent decrease in earnings from operations. A 
significant decrease in operating working capital (mainly in 
accounts receivable and inventories), as a result of the almost 
50-percent decrease in the prices of Canadian crude oil, 
more than offset the decrease in earnings from operations. 

Capital and exploration expenditures were $648 million 
in 1986, down from the record level of $1.2 billion in 1985 
~ (1984 —$679 million). The reduction occurred mainly in 
natural resource operations as a result of the sharp decline 
in Canadian crude-oil prices in 1986, which limited the 
company’s investment opportunities. 

During the second quarter of 1986, the company took 
steps to retire its (U.S.) $200 million issue of 15/2 percent 
sinking fund debentures due December 1, 2011. The total 
cost of retiring the debt was (Canadian) $315 million, which 
came from existing cash reserves. The premium paid for the 
retirement of the debentures, as well as a foreign-exchange 
loss arising from the transactions, resulted in a loss of 


$65 million, or 40 cents a share (see note 10 to the audited 
financial statements on page 37). Debt compared to debt 
plus equity was 16.9 percent at December 31, 1986, down 
from 19.5 percent in 1985 and 20.5 percent in 1984. 

In 1986, the company revised its dividend reinvest- 
ment and share purchase plan so that funds directed to the 
plan would be used to buy existing shares on a stock 
exchange rather than new shares from the company. In 
1984 and 1985, $67 million and $73 million respectively had 
been raised through this plan (1986—$20 million). 

Funds available at the end of the year were $656 mil- 
lion, compared with $452 million in 1985 and $510 million 
in 1984. In addition to these funds, the company’s unused 
lines of credit with five Canadian banks amounted to 


$596 million at December 31, 1986. 


Outlook for 1987 

In 1986 there was a precipitous drop in Canadian crude-oil 
prices. The company believes that it is prudent to manage 
its business on the assumption that low or volatile crude- 
oil prices could continue during the next several years. As 
well, the company wants to have the flexibility to pursue 
longer term growth opportunities should the investment 
climate improve. As a result, the company’s current strate- 
gies will focus on maintaining its financial strength and 
improving near-term earnings performance through man- 
aged reductions in operating expenses and selective capital 
spending. The actions initiated by the company in 1986 to 
restructure and improve the efficiency of its operations are 
expected to continue to show benefits in 1987. The com- 
pany expects to spend about $750 million on capital and 
exploration expenditures in 1987. 

Entering 1987, the company’s financial position is 
strong. The company has large cash reserves, its debt to 
debt-plus-equity ratio is 16.9 percent (down from 19.5 
percent in 1985), its interest-coverage ratio is healthy by 
every commonly accepted standard and its credit rating 
is strong. 

Reported earnings are not adjusted for inflation and 
changes in prices. A report on the effects of inflation and 
changing prices appears on page 55. 
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Presentation of financial statements 
The financial statements of the company have been pre- 
pared in accordance with generally accepted accounting 
principles (GAAP) in Canada. These principles conform in 
all material respects to those in the United States except for 
the following: 
3 1987 «1983 1084 1985 1986 
millions of dollars 
Earnings a as s shown it in 
financial statements _ ee Oe 
Increase (decrease) i in — 


of 


net earnings due to: 
_ Capitalized interest (1) 22 ee (4) 
Foreign exchange(2) __-(10)_—(4)-—«(19)-—«(15)_—«33 
Subtotal (4) 28) Bil 525 63 Bid 
Adjustment for 
amounts restated under oo 
‘Canadian GAAP © > (@). G13. 
Earnings according to” 8 
GAAP in the © 
~ United States, before. — 
~ the cumulative effect 8 


19 > 


of a change i in 
accounting principles CO 
: with regard to o 

inventory valuation § 278 307 538 629 314 
Cumulative effect Bh oo @) 
Net earnings according _ LL 

to GAAP in the rrr 
_UnitedStates 278. 2300 8 6O 3 
Earnings per share i “(dollars) 
Under accounting _ oF 
- principles of oo 
Canada. 1 186 324 37 1 

~ United States — -before LL 
- accounting } principle ee 


__ change 10 
: United S States — -after : 
. accounting principle 


194 3.35 388 1. 
: oe 
: United States— -after - 

: retroactive 


194 3.35 3.88 1.90 


182 196. a2) 3.94 1,92 


(1) Interest expense related to major construction projects is 
not required to be capitalized in Canada, as it is in the 
United States. 


application (4) 


(2) Uren liabilities i in forics currencies have 
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been translated at the rates of exchange prevailing on 
December 31. Exchange gains and losses arising on transla- _ 
tion of long-term debt are amortized over the remaining — 
term of the debt. In the United States the practice is to 
include the gains and losses arising from this translation in 
the earnings for the period in which they arise. In 1986, the 
retirement of a debt issue denominated in U.S. dollars 
resulted in a foreign-exchange loss under CanadianGAAP, 
but under the accounting practices of the United States this _ 
loss would have been recognized in prior years. : 


(3) A change in an accounting principle in Canada is to be 
applied retroactively and data of prior years are to be 
restated. In the United States, the cumulative effect of the 
accounting principle change on the amount of retained ; 
earnings at the beginning of the year in which the change is _ 
made is to be included in net income of that year. See note | 
in the notes to the audited financial statements for ne | 
description of the change. 


(4) This is the pro forma effect of a change in accounting _ 
principle as if that change has been applied retroactively. 


The Statement of Financial Standards No. 87, Employer’s - 


Accounting for Pensions, requires the recording of a liability 


and an offsetting intangible asset if the benefit obligation, 
excluding future service and compensation increases, 
exceeds the fair market value of the plan assets. The 
company’s surviving spouse benefit plan is an unfunded : 
plan. Accordingly, under United States GAAP, an amount | 
of approximately $90 million would be added to assets and 


liabilities in the consolidated statement of financial position. © a 
Although the following methods of disclosure in the finan- 


cial statements differ between Canada and the United 
States, they do not affect the amounts shown as net 
earnings. 


(a) Under U.S. GAAP the unusual items described in | 


~ note 10 to the financial statements other than the retire 


ment of debentures, would be reported in the consolidated 
statement of earnings before “earnings before taxes and 
levies” and would not be shown net of the applicable 
income taxes. 

(b) Because of the tax structure for the Canadian oil and gas 
industry, the company reports all taxes and levies shown in - 
note 5 as a separate item in the consolidated statement of 
earnings. Ihe general practice in the United States is to 
disclose earnings before income taxes and to report income 
taxes as a separate item. 


International Accounting Standards 

The consolidated financial statements are prepared in 
accordance with accounting principles generally accepted in 
Canada and conform in all material respects with Interna- 
tional Accounting Standards. 
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and changing prices 

Conventional accounting practices and published reports 
reflect financial results from prices and costs in effect at the 
time the transactions occurred. 

Inflation-adjusted earnings provide insight into the 
performance of the company after stripping away the 
uncontrollable factors of inflation and changing prices, 
leaving earnings that are available to shareholders after 
providing for the preservation of the company’s financial 
capital. 


Comparative results for 1986 
: “Inflation-adjusted 


: Imperial 
: oe c : Conventional “method (1) 
oe 2 aS : millions of dollars 
Revenues less « expenses | Se Ae 1779 
Adjustment for cost of sales o Co : 540 
Depreciation. and co co oo 
amortization ; a (343) (680) 
Earnings before taxes - - c ie 
andlevies oe 1639 
Current taxes < and levies | — 2 Vis (928) 
Deferred income taxes . : 2103) 2 
Earnings from operations | : 440 S 2 661 
Unusual items (155) (195) 
Earnings after unusual — oo 
_ items — 8 985 : 506 


(1) Adjustments have been rounded to the nearest 
$10 million. 

Inflation-adjusted earnings for 1986 are higher than 

reported by conventional accounting methods. The differ- 
ence is due to three recurring items: cost of sales, deprecia- 
tion and amortization, and deferred income taxes. 

The cost of sales in 1986 is lower under inflation 
accounting because the fall in crude prices caused the 
current replacement cost of product sold to be less than the 
historical cost used in conventional accounting. Deprecia- 
tion and amortization are higher under inflation accounting 
because they are based on the cost of the company’s 
physical assets in current (inflated) dollars. Deferred taxes 
are lower under inflation accounting as the higher account- 
ing depreciation results in a smaller difference from the tax 
depreciation. 
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" Conventional earnings 
@ Inflation-adjusted earnings — 1986 dollars 


Inflation-adjusted earnings were consistently lower 
from 1981 to 1985, revealing a different pattern from 
earnings reported under conventional accounting methods. 
In 1981, the impact of the economic recession and the 
National Energy Program was more severe than was appar- 
ent from conventional results. The 1982 adjusted results 
show that the company was recovering, which was not 
evident until later years under conventional accounting. 

The substantial drop in oil prices in 1986 is reflected 
differently between conventional and inflation-adjusted 
results. Conventional earnings decreased from 1985 as sales 
revenues dropped more than the cost of sales, which was 
affected by approximately three months of inventories 
valued at historical cost. However, adjusted earnings 
increased as cost of sales included the one-time drop in 
current replacement costs, which was more than the drop 
in revenues. 

The Canadian Institute of Chartered Accountants 
introduced recommendations for “reporting the effects of 
changing prices” in 1982. It is encouraging experimentation 
to arrive at the best method of reporting the impact of 
inflation. Imperial feels the CICA approach is unnecessarily 
complex and subjective and has chosen to account for the 
effects of inflation on a basis that is easier to interpret and 
communicate. 

_Imperial supports the reporting of inflation-adjusted 
financial results and believes it is important for the 
accounting model to evolve so that it communicates 
objective, understandable information to all users of 
financial statements. 
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information® 


Share ownership, trading and performance 


___ 1982 


Share ownership, Class A and BD 


Average number outstanding, 
weighted monthly (thousands) 
Number of shares outstanding at 
December 31 (thousands) 
Shares held in Canada 
at December 31 (percent) 


Number of shareholders at December 31 (1) 


Total shareholders — 
Registered in Canada 
Shares traded, Class A (thousands) 
Share prices, Class A ; 
High : 
Low 
Close at December 31 
Earnings per share 
From operations _ 
After unusual items. 


Return on average shareholders?’ i is—=*S 


equity (percent) 
Price/earnings ratio, Class A 
at December 31 * 
Dividends 


Total paid (millions of dollars) (2) : . : 


Per share (dollars) (2) 
Cash 
Stock 


As a percentage of earnings after unusual items 


157 328 
157 760 


BO 


BO 
ee 
21187 


334 
195/s 


(1) Imperial is an affiliate of Exxon Corporation, which 


owns 69.6 percent of the company’s 


Shareholders 


of record at 


shares. 


Shareholders —™” 


Registered (percent) 


Dec. 31,1986 Canada Foreign Total 


Class A 
Class B 


OE 
a 


195205 100 


The total number of shareholders does not equal the total 
number of shareholders of record, because some share- 


holders hold both Class A and Class B shares. 


(2) The 1986 fourth-quarter dividend declared on 
November 17, 1986, was paid on January 1, 1987. 


Bie 


Shareholder and investor 
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reflect the change in the method of inventory valuation 
described in note 1 to the audited financial statements. 


Imperial’s shares are listed on the Montreal, Toronto 
and Vancouver stock exchanges and are admitted to 
unlisted trading on the American Stock Exchange. The 
high and low prices for Class A shares are based on trading 
on the Toronto Stock Exchange and the American Stock 
Exchange. The number of shares traded is based on 
transactions on all the above exchanges. Class B shares 
generally trade at the same price as Class A shares. 

The average number of outstanding shares included in 
the calculation of earnings per share is weighted on a 
monthly basis. As a result, the sum of the quarterly 
earnings per share does not necessarily equal the yearly 
earnings per share. 
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Quarterly financial and stock- trading data : 


Mar 31 


Pnmnciil data oe aS stl 
2089 


Investment and other i income 38 


Operating revenues 


Total 1 revenues LZ 
Expenses, including taxes and levies (1). 199] 
: Earnings: from operations Q) 


Earnings after unusual i items 2) 


(1) Previously reported expenses 
_ including taxes and levies have 
been adjusted as described in 
note | to the audited financial 
statements. These adjustments, 


included above, are as follows: (6) 


(2) Previously Peported earnings on 

operations and earnings after 

unusual items have been adjusted 

as described in note 1 to the 

audited financial statements. 

These adjustments, included above, 

are as follows: 6 
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Quarterly biencial ad stock- caine ae 


_ Mar. 31_ 


Per-share information 

Earnings from ‘operations a 

Earnings after unusualitems =——™” 
. Dividends (declared quarterly) _ 

Share prices (3) 

Toronto Stock Exchange 


High 


Low 


5825/8 


American Stock Exchange GU. S. a 
High = 

Low 

Close 

Shares traded (thousands) _ 
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(3) Shere prices were ebeincd ae eck. exchange aeons 
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1986 


three months ended 


Sept. 30 


Dec. 31 


millions of dollars 


1666 
22 


1612 
® 


76 


27 


27) 


1688 


1642 
25 
1667 
1539 
128 


1986 


three months ended 


. Sept. 30 


0.46 
0.46 
0.40 


: 473/s : 


343/4 


4572 


— 
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3344 


| 12584 


Dec. 31 
dollars 


0.78 
0.78 
0.40 
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32 
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Imperial Oil Limited 


Shareholder and 


investor information 


The company’s head office mailing address is: 
Imperial Oil Limited 

111 St. Clair Avenue West 

Toronto, Canada M5W 1K3 


If you wish to transfer your Imperial Oil shares 

you may contact the head office of Imperial Oil or the 
principal offices of our cotransfer agent, Montreal 

Trust Company, in St. John’s, Charlottetown, Halifax, 
Saint John, Montreal, Toronto, Winnipeg, Regina, Calgary 
and Vancouver; or the Bank of New York, New York. 


If you changed your address — 
please notify the company in writing and mail the notifica- 
tion to the investor relations division at the above address. 


Shareholder and investor inquiries 
Additional information about the company can be obtained 
by contacting the investor relations division. 

For information about shares and dividends, please 
phone (416) 968-5076. 

To obtain additional information on the company’s operating 
performance and projects, including Form 10-K filed with the 
United States Securities and Exchange Commission, write to the 
investor relations manager at the above address or phone 


(416) 968-8145. 


Where Imperial’s shares trade 

Imperial’s shares trade on the Toronto, Montreal and 
Vancouver stock exchanges as well as on the American 
Stock Exchange in New York. The symbol on these 
exchanges for Imperial’s Class A shares is “IMO A” and 
for its Class B shares, “IMO B.” 


Dividend reinvestment and share purchase plan 

In October 1982 the company introduced its dividend 
reinvestment and share purchase plan. The plan enabled 
shareholders to reinvest their cash dividends in additional 
Class A shares at five percent less than the average market 
price. Shareholders could also invest between $50 and $5000 
per calendar quarter in additional Class A or Class B shares 
at the average market price, without poe brokerage or 
other fees. 

Imperial revised its dividend reinvestment and share 
purchase plan on January 23, 1986. The dividend reinvest- 
ment plan was changed to eliminate the five-percent dis- 
count on shares purchased with cash dividends. As well, 
funds directed to the dividend reinvestment and share 
purchase plan are used to buy existing shares on a stock 
exchange, rather than new shares from the company. 
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General summary of tax consequences affecting foreign oo 


security holders 
Cash dividends paid to shareholders resident aoe Cae : 
—in the United States, the United Kingdom, France, a 
Switzerland and most countries with which Canadahasan 
income-tax convention —are usually subject to Canadian 
nonresident withholding tax of 15 percent. Class B stock 
dividends paid to nonresident holders of Class B shares are — 
subject to the same Canadian nonresident withholding tax 
as cash dividends. 

There is no Canadian tax on gains from selling shares 
or debt instruments owned by nonresidents not carrying On 
business in Canada. - 

Interest paid to nonresidents with whom the company > 
deals at arm’s length on the company’s outstanding deben- — 
tures issued before June 24, 1975, is subject to withholding 
tax. Interest paid on debentures issued subsequent to that 
date is not subject to withholding tax. : 

No estate taxes or succession duties are imposed by the 
government of Canada or provincial governments. : 


Version francaise des rapports 

Pour obtenir en francais les rapports de la Compagnie 
Pétroliére Impériale Ltée aux actionnaires, veuillez écrirea 
la division des Relations avec les investisseurs, Compagnie —_— 
Pétroliére Impériale Ltée, 111 St. Clair Avenue West, : 
Toronto, Canada M5W 1K3. 


William E. Beacom 


William E. Beacom, vice-president and comptroller of 
Imperial Oil Limited, died suddenly in Toronto on March 7 
at the age of 56. 


Mr. Beacom had a long and distinguished career with 
Imperial. Born in Drumheller, Alta., he attended the 
University of Alberta and joined the company in Calgary in 
1956. He subsequently held accounting positions in Calgary, 
Edmonton and Toronto, and from 1967 to 1973 he occupied 
senior accounting and treasury posts in Exxon-affiliated 
companies in Switzerland, England and Greece. 


He returned to Toronto in 1973 and became assistant 
treasurer of Imperial the following year. Four years later he 
was named vice-president, finance, and treasurer of Esso 
Resources Canada Limited in Calgary. He was appointed 
vice-president and comptroller of Imperial in 1980, in which 
position he was responsible for the introduction of many 
innovative changes to the company’s accounting operations, 
particularly in the area of the application of computer 
technology. 


Mr. Beacom was an active member of the Canadian 
Institute of Chartered Accountants and of the Financial 
Executives Institute Canada. He also took a keen interest in 
community affairs, serving as chairman of the board of 
Doctors Hospital in Toronto and as a director of the Doctors 


Hospital Foundation. 
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As at Dec. 31, 1986 


Senior 
management 


Officers and vice-presidents of Imperial Oil 


A. R. Haynes 
Chairman of the board, president and chief executive officer 


R. B. Peterson 
Executive vice-president and chief operating officer 


W. J. Young 
Executive vice-president and chief financial officer 


W. E. Beacom 
Vice-president and comptroller 


A. EF Gomm 


Vice-president, operations planning and coordination 


W. R. K. Innes 
Vice-president, and president, Esso Chemical Canada 


H. G. Jarvis 


Vice-president and treasurer 


Ro Es Landry 
Vice-president 


R. J. Michaelides 
Vice-president, public affairs, and general secretary 


W. P. Moher 


Vice-president, human resources and management development 


G. L. Munro 


Vice-president, information systems and technology 


A. L. Peterson 


Vice-president, general services 


G. H. Thomson 
Vice-president, and president, Esso Petroleum Canada 


R. C. Walker 


Vice-president and general counsel 


W. D. West 


Vice-president, tax 


Principal operating management 


Esso Resources Canada Limited 
K. T. Koonce 


President and chief executive officer 


Esso Petroleum Canada 
G. H. Thomson 


President 


Esso Chemical Canada 
W. R. K. Innes 
President 
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Board of directors 


53 S 


wr==3 he directors schedule monthly meetings to consider and act on matters of 


significance to the corporation. These include financial and social performance, 
investment decisions, strategic plans, corporate policies and other matters on 


their attendance at meetings of directors averaged 94 percent. 


J.B. Buchanan 

is vice-chairman of 
British Columbia 
Packers Limited, a 
fishing and food- 
processing company. 
He is past chairman of 
the Fisheries Council of 
Canada, chairman of 
the Fisheries Council 
of British Columbia 
and is associated with 
a number of other 
business, community 
and health related 


organizations. 


J. V.R. Cyr 

is president of Bell 
Canada Enterprises, 
Inc. and chairman of 
Bell Canada. He also 
holds a number of 
other directorships, 

is a member of the 
Canada/U.S. section 
of the Canadian 
Chamber of Commerce 
and is chairman of the 
Museum of Contempo- 
rary Art of Montreal. 
Mr. Cyr is also associ- 
ated with several 
business, education, 
culture and health 
related organizations. 


P. Des Marais II 
is chairman, president 
and chief executive offi- 
cer of Carling O’ Keefe 
Limited and president 
of Pierre Des Marais 
Inc., a large printing 
and lithography firm. 
Prior to his appoint- 
ment at Carling 
O’Keefe Limited, 

he was chairman, 
president and chief 
executive officer of 
Canadair Limited. 

Mr. Des Marais was 
chairman of the execu- 
tive committee of the 
Montreal Urban 
Community and has 
held senior positions 
with various business, 
community and educa- 
tional organizations. 
He also holds a number 
of other corporate 
directorships and is a 
former mayor of the 
City of Outremont. 


A.R. Haynes 

is chairman, 

president and chief 
executive officer of 
Imperial Oil Limited 
and is a director of 
The Royal Bank of 
Canada, the Power 
Corporation of 
Canada and the 
Moore Corporation 
Limited. He is 
cochairman of the 
University of Manitoba’s 
development fund 

and chairman of the 
Diabetes Canada 
fundraising campaign. 
Mr. Haynes is a 
director of a number of 
cultural, educational 
and health related 
organizations and 

is chairman of the 
National Advisory 
Council for the World 
Energy Congress, to be 
held in Montreal in 
1989. 


a 


4%» which the directors are legally required to act. There are 10 directors, and in 1986 


K.T. Koonce 

is president and chief 
executive officer of Esso 
Resources Canada 
Limited, a wholly 
owned subsidiary of 
Imperial. He is a 
director of Exxon 
Production Research 
Company, a member of 
the board of governors 
and executive commit- 
tee of the Canadian 
Petroleum Association, 
a member and former 
director of the Society 
of Petroleum Engineers 
and a member of the 
advisory council of the 
George R. Brown 
School of Engineering 
at Rice University 

in Houston, Texas. 

In 1987 Mr. Koonce 
will be general 
chairman of the 
Calgary United Way 


campaign. 


M. Kovitz 

is president of Murko 
Investments Ltd., a 
private company. She is 
a member of the Order 
of Canada and chan- 
cellor emeritus of the 
University of Calgary 
and holds other direc- 
torships. Mrs. Kovitz 
has been actively asso- 
ciated with numerous 
community, health and 
educational organiza- 
tions and is a member 
of the executive of the 
board of directors, 
Canadian Council of 
Christians and Jews, 
Western Region. 


W. A. Macdonald 

is a partner with the 
firm of McMillan, 
Binch, barristers and 
solicitors. He is a 
recognized authority in 
the fields of taxation, 
government-business 
relations and other 
public policy and serves 
on the Ontario 
government sponsored 
Labor Management 
Study Group and 

on the C. D. Howe 
Institute Policy 
Analysis Committee. 
Mr. Macdonald is also 
a director of other 
corporations as well 

as a number of organi- 
zations concerned 
with health, culture 
and the arts. 


R. B. Peterson 

is executive vice-presi- 
dent and chief operating 
officer of Imperial, 
chairman of Esso 
Resources and a direc- 
tor of Interprovincial 
Pipe Line Limited. 

Mr. Peterson is a member 
of the advisory council, 
school of business, 
Queen’s University as 
well as a member of a 
number of professional 
associations. 


G. H.Thomson W. J. Young 

is vice-president of is executive vice-presi- 
Imperial and dent and chief financial 
president of Esso officer of Imperial. 
Petroleum Canada. He is a director of 

He is a director of Interprovincial 
Interprovincial Pipe Pipe Line Limited and 
Line Limited, past Building Products of 
president of the Canada Limited. 
Canadian Society for 

Chemical Engineering, a 

fellow of the Chemical 

Institute of Canada and 


a member of a number 
of other professional asso- 
ciations. Mr. Thomson 

is a director of Famous 
People Players, the 
Toronto-based theatre 
group for the mentally 
handicapped. 


Audit committee 


Board compensation 
committee 


Contributions 
committee 


Nominations 
committee 


Board committees 


Meetings of committees are usually scheduled on the 
same day as meetings of directors. Attendance at all 
committee meetings in 1986 averaged 91.5 percent. 


W. A. Macdonald, chairman 

The committee, composed of the five nonemployee 
directors and Mr. Peterson, reviews the company’s 
financial statements, accounting practices and busi- 
ness and financial controls. It also recommends the 
appointment of auditors and reviews their fees. The 
shareholders’ auditors, Price Waterhouse, attend and 
participate in all meetings. The committee met seven 
times in 1986. 


P. Des Marais II, chairman 

The committee, composed of the five nonemployee 
directors and Mr. Haynes, is responsible for decisions 
on the compensation of senior management above 
the level of vice-president. It also reviews policy on 
corporate compensation and the process by which 
future managers of the company are identified and 
selected. The committee met once in 1986. 


M. Kovitz, chairman 

The committee, composed of the five nonemployee 
directors and Mr. Young, examines policies and 
programs related to the contribution program and 
recommends an annual budget for adoption by the 
board of directors. The company’s contribution pro- 
gram is aimed at enhancing the quality of Canadian 
life through support for education, health, welfare, 
community services, sports and culture. The com- 
mittee met four times in 1986. 


A. R. Haynes, chairman 

The committee, composed of the five nonemployee 
directors and Mr. Haynes, recommends to the board 
of directors the slate of director candidates to be 
proposed for election by the shareholders at the 
annual meeting. It also recommends criteria for the 
selection and tenure of directors, specific director 
candidates and the successor to the chief executive 
officer when vacancies are expected. The committee 
met once in 1986. 
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strives for excellence in all its 


activities. By competing aggressively, seeking 
new opportunities, providing quality and 

value in its products and services, maintaining 
a challenging and rewarding work environment 
and responding to community needs, the 
company serves its customers, shareholders 

and employees and contributes to Canada’s 
economic growth. 


Imperial markets a wide range of quality 
products, primarily under the Esso brand 
name, and pursues product innovation and 
processing advances through one of the 
country’s largest research programs, which in 
1986 committed $68 million to research 
and development in Canada. The company 
has an active and long-standing program to 
identify and support Canadian suppliers and 
during 1986 purchased more than 80 percent 
of the goods and services it required from 
Canadian sources. 


Imperial is the largest corporate contributor 
in Canada; in 1986 it donated more than 
$6 million to Canadian education, health care, 
culture and sports. 
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